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Background 

The  Office  of  the  Comptroller  of  the  Currency  (OCC)  was 
established  in  1 863  as  a  bureau  of  the  Department  of  the 
Treasury.  The  OCC  is  headed  by  the  Comptroller  who  is 
appointed  by  the  President,  with  the  advice  and  consent  of 
the  Senate,  for  a  5-year  term. 

The  OCC  regulates  national  banks  by  its  power  to: 

•  Examine  the  banks; 

•  Approve  or  deny  applications  for  new  charters, 
branches,  capital  or  other  changes  in  corporate  or 
banking  structure; 

•  Take  supervisory  actions  against  banks  that  do  not 
conform  to  laws  and  regulations  or  which  other¬ 
wise  engage  in  unsound  banking  practices,  in¬ 
cluding  removal  of  officers,  negotiation  of 
agreements  to  change  existing  banking  practices, 
and  issuance  of  cease  and  desist  orders;  and 

•  Issue  rules  and  regulations  concerning  banking 
practices  and  governing  bank  lending  and  invest¬ 
ment  practices  and  corporate  structure. 

The  OCC  divides  the  United  States  into  six  geographical 
districts,  with  each  headed  by  a  Deputy  Comptroller. 

The  Office  is  funded  through  assessments  on  the  assets 
of  national  banks 


The  Comptroller 

Eugene  A.  Ludwig  took  the  oath  of  office  on  April  5, 
1993,  as  the  27th  Comptroller  of  the  Currency. 

By  statute,  the  Comptroller  serves  a  concurrent  term  as 
Director  of  the  Federal  Deposit  Insurance  Corporation 
and  the  Neighborhood  Reinvestment  Corporation.  The 
Comptroller  also  serves  as  a  member  of  the  Federal 
Financial  Institutions  Examination  Council. 

Mr.  Ludwig  joined  the  OCC  from  the  law  firm  of 
Covington  and  Burling  in  Washington,  D.C.,  where  he 
was  a  partner  beginning  in  1981.  He  specialized  in 
intellectual  property  law,  banking,  and  international 
trade.  He  has  written  numerous  articles  on  banking  and 
finance  for  scholarly  journals  and  trade  publications, 
and  served  as  a  guest  lecturer  at  Yale  and  Harvard  Law 
Schools  and  Georgetown  University's  International  Law 
Institute. 

Mr.  Ludwig  grew  up  in  York,  Pennsylvania,  where  he 
attended  York  Suburban  High  School.  He  earned  a  B.A. 
magna  cum  laude  from  Haverford  College  in  Pennsyl¬ 
vania.  He  received  a  Keasbey  scholarship  to  attend 
Oxford  University,  where  he  studied  politics,  philoso¬ 
phy,  and  economics  and  earned  a  B.A.  and  M.A.  He 
holds  an  LL.B.  from  Yale  University,  where  he  served  as 
editor  of  the  Yale  Law  Journal  and  chairman  of  Yale 
Legislative  Services. 
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Operations  of  National  Banks 


Preliminary  second  quarter  1993  operating  results  of 
3,444  national  banks  show  that  total  loan  volume  in¬ 
creased  for  the  first  time  in  11  quarters,  earnings 
remained  high,  capital  ratios  increased  further,  and 
most  indicators  of  credit  quality  continued  to  improve. 
Loan  volume  increased  for  all  three  major  types  of  loans 
—  real  estate,  commercial  and  industrial,  and  con¬ 
sumer  —  and  in  every  region  except  the  West.  The 
strength  in  earnings  remains  widespread;  quarterly  net 
income  before  extraordinary  items  increased  for  all 
regions  and  asset  size  groups. 

Increase  in  Loans  Fuels  Asset  Growth 

After  almost  three  years  of  declining  loan  volume  and 
strong  growth  in  securities  holdings,  total  loans  out¬ 
standing  at  national  banks  rose  $22.9  billion  in  the 
second  quarter  of  1993,  while  total  investment 
securities  increased  by  only  $1.1  billion.  Total  national 
bank  assets  rose  to  a  record  $2.01  trillion  in  the  quarter. 
The  $29.5  billion  increase  in  assets  was  the  largest 
quarterly  growth  since  the  third  quarter  of  1991. 

Total  assets 


$  Billions 


1989  1990  1991  1992  1993 

Source:  call  reports 


Loans  and  investment  securities 
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All  three  major  categories  of  loans  increased  in  the 
second  quarter,  as  real  estate  loans  grew  $9.8  billion, 
commercial  and  industrial  loans  $4.4  billion,  and  con¬ 
sumer  loans  $3.4  billion. 

Loan  volume  at  national  banks  rose  in  every  region 
except  the  West,  where  commercial  and  industrial 
loans  increased  but  real  estate  and  consumer  loans 
decreased. 

Although  total  holdings  of  investment  securities  rose  for 
the  10th  straight  quarter,  national  bank  holdings  of 
treasury  securities  fell  by  $4.1  billion  in  the  second 
quarter  of  1993,  the  first  decrease  in  10  quarters. 

Profits  Remain  Strong 

National  banks  reported  aggregate  profits  of  $6.14 
billion  in  the  second  quarter  of  1993,  down  only  slightly 
from  record  earnings  of  $6.29  billion  in  the  first  quarter 
of  1993,  which  were  buoyed  by  one-time  accounting 
rule  changes.  Because  of  higher  net  interest  income 
and  lower  loan  loss  provisions,  net  income  before  ex¬ 
traordinary  income  increased  to  a  record  $6.07  billion 
in  the  second  quarter  of  1 993,  up  $1 .30  billion  from  the 
first  quarter. 
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Quarterly  net  Income 

$  Billions 


1989  1990  1991  1992  1993 

Source  quarterly  call  reports 

Net  interest  income  increased  to  $20.21  billion  in  the 
second  quarter  from  $19.96  billion  in  the  first  quarter, 
and  the  quarterly  net  interest  margin  improved  slightly 
to  4.08  percent  from  4.04  percent. 


fell  to  2.86  percent  in  the  quarter,  the  lowest  noncurrent 
ratio  since  the  end  of  1986,  and  the  real  estate  noncur¬ 
rent  loan  ratio  fell  to  4.02  percent,  its  lowest  level  since 
the  second  quarter  of  1990. 


Noncurrent  loans  to  loans 


1989  1990  1991  1992  1993 

Source:  quarterly  call  reports 


Net  interest  margin 


1989  1990  1991  1992  1993 

Source  quarterly  call  reports 

Provisions  for  loan  and  lease  losses  fell  to  $2.19  biliion 
from  $2.78  billion  in  the  first  quarter  of  1993. 

Quarterly  gains  on  the  sale  of  investment  securities 
totaled  $0.34  billion,  $0.19  billion  lower  than  the  gains 
reported  in  the  first  quarter  of  1993  and  the  lowest 
reported  quarterly  securities  gains  in  a  year. 

Through  the  second  quarter  of  1993,  197  national 
banks,  or  6  percent,  reported  combined  losses  for  the 
first  two  quarters  of  the  year,  down  from  286  national 
banks,  or  8  percent,  for  the  first  two  quarters  of  1992. 

Credit  Quality  Continues  to  Improve 

'/lost  aggregate  indicators  of  credit  quality  continued 
-  improve  last  quarter  the  total  noncurrent  loan  ratio 


Year-to-date  loan  losses  in  the  second  quarter  of  1993 
totaled  $5.1  billion,  the  lowest  level  since  the  second 
quarter  of  1989.  Although  quarterly  total  loan  losses 
were  slightly  higher  in  the  second  quarter  than  in  the 
first  quarter  of  1993,  they  were  at  their  lowest  quarterly 
level  for  a  second  quarter  since  1987. 

Capital  Ratios  Rise  Again 

National  banks  once  again  used  their  strong  earnings 
to  build  capital  in  the  second  quarter  of  1993.  Total 
equity  capital  rose  $4.2  billion  in  the  second  quarter, 
increasing  the  ratio  of  equity  capital  to  assets  by  10 
basis  points  to  7.74  percent.  Regulatory  capital  ratios 
also  improved  in  the  second  quarter,  as  the  aggregate 
risk-based  capital  ratio  rose  22  basis  points  to  12.24 
percent  and  the  aggregate  leverage  ratio  increased  16 
basis  points  to  7.24  percent. 


1234123412  3  412341234 
1989  1990  1991  1992  1993 

Source  quarterly  call  reports 


The  improvement  in  capital  ratios  in  the  second  quarter 
was  generally  widespread.  The  leverage  ratio  in¬ 
creased  in  all  regions  of  the  country  and  in  all  asset  size 
groups,  the  equity  capital  ratio  rose  everywhere  except 
the  Central  region,  and  the  risk-based  capital  ratio 


improved  everywhere  except  in  the  Midwest.  For  both 
the  Central  and  Midwest  regions,  the  capital  ratio  that 
fell  last  quarter  still  remained  above  the  national 
average. 
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Aggregate  performance  for  national  banks 
(Data  through  second  quarter  of  each  year) 


1988 

1989 

1990 

1991 

1992 

1993 

Industry  Structure 

4.460 

4.270 

4.051 

3.903 

3  692 

3.444 

Number  of  banks  with  losses 

730 

570 

544 

553 

286 

197 

Number  of  failed/assisted  banks 

51 

68 

26 

14 

15 

Income  Statement  ($  Billions) 

Net  income 

4  66 

8  33 

5  84 

5  01 

8.50 

12  34 

Net  interest  income 

30  40 

33  37 

33  31 

34  69 

37  32 

39  87 

Noninterest  income 

13  58 

15  37 

16  94 

17  93 

19  64 

21  82 

Noninterest  expense 

30  42 

32.16 

33.95 

36  23 

38  06 

41.38 

Loan  loss  provision 

651 

523 

8.25 

991 

7  95 

4.94 

Securities  gams,  net 

0  28 

0  13 

0  1 1 

0  48 

1.09 

0.85 

Extraordinary  income,  net 

0  17 

0  26 

0  08 

0  63 

0  18 

1  58 

Net  loan  loss 

6  58 

5  88 

9  78 

9.83 

7.31 

5  10 

Second  Quarter 

Net  income 

2  43 

4  01 

2  54 

2.06 

4.40 

6  14 

Net  interest  income 

15  39 

16.75 

16  81 

17  53 

19.06 

20  21 

Noninterest  income 

6  75 

801 

8  46 

9  08 

10.14 

11.27 

Noninterest  expense 

15  30 

16  48 

17.30 

18  44 

19  58 

20  52 

Loan  loss  provision  .  . 

3  14 

2.82 

4  28 

5  36 

3.69 

2  19 

Secuntiesgams.net 

0  07 

0  11 

0.04 

0.21 

0.38 

0  34 

Extraordinary  income,  net 

0  11 

0  11 

0  03 

0  29 

0  08 

0  07 

Net  loan  loss  . 

3  83 

334 

5  55 

5.72 

3.52 

2.66 

Performance  Ratios  (%) 

Year-to-Date 

Return  on  equity 

9  23 

15  03 

10  09 

8.24 

13  07 

16.60 

Return  on  assets 

052 

0  89 

0  60 

0.51 

0.88 

1.25 

Net  interest  margin 

3  42 

3  58 

3  41 

3.53 

3  85 

4,03 

Loss  provision  to  loans 

1  15 

0  87 

1  32 

1.58 

1.34 

0  83 

Net  loan  loss  to  loans 

1  17 

098 

1  56 

1  57 

1.23 

0  86 

Noncurrent  loans  to  loans 

3  55 

320 

3  45 

4.39 

391 

2  86 

Loss  reserves  to  loans 

2  81 

2  34 

2  40 

2  65 

2.82 

2  69 

Loss  reserves  to  noncurrent  loans 

79  02 

73  03 

69  56 

60  35 

72  06 

93  87 

Loans  to  assets 

63  96 

64.40 

63  98 

63.57 

61.11 

59  93 

Loans  to  deposits 

84  66 

85  23 

83  43 

81  37 

78.26 

78  94 

Equity  to  assets 

5  71 

601 

6  03 

6  30 

693 

7  74 

Estimated  leverage  ratio 

N/A 

N/A 

5  79 

5  98 

6.56 

7  24 

Estimated  risk-based  capital  ratio 

N/A 

N/A 

8  64 

961 

10.83 

12.24 

Note  1993  data  are  preliminary 
Regulatory  and  Statistical  Analysis  (09/10/93) 


Aggregate  condition  data  for  national  banks 
(Data  through  second  quarter  of  each  year) 


1988 

1989 

1990 

1991 

1992 

1993 

Balance  Sheet  ($  Billions) 

Assets . 

1,797  19 

1,893  23 

1 .980  05 

1  960  99 

1.971  57 

2,01 1  50 

Loans  . 

1.149  43 

1,219  23 

1 .266  92 

1 .246  64 

1,204  86 

1 .205  49 

Real  estate  (RE) 

382  92 

437  40 

489  85 

506  15 

500  42 

503  53 

Commercial  and  industrial  (C&l) 

375.11 

383  52 

388  83 

367  02 

338  33 

336  19 

Consumer  (Cnsmr) . 

219  67 

236  32 

232  72 

229  71 

224  25 

228  17 

Noncurrent  loans 

40  80 

39.04 

43.65 

54  68 

47  11 

34  53 

Noncurrent  RE  loans 

12  57 

13  17 

19  40 

28  64 

26  10 

20  26 

Noncurrent  C&l  loans  .  . 

15.17 

1389 

15.00 

18  41 

14  21 

9  07 

Noncurrent  cnsmr  loans 

2  56 

2.72 

0  21 

3  24 

3  23 

3  04 

Other  real  estate  owned 

7.33 

7.57 

10.71 

17  47 

18  44 

14  86 

Investment  securities . 

271.08 

284  21 

311  89 

328  87 

381  28 

420  76 

Total  liabilities . 

1,694.51 

1,779  45 

1.860  60 

1,837  36 

1,834  91 

1.855  84 

Total  deposits 

1,357.72 

1,430.52 

1.51848 

1 ,532  00 

1.539  64 

1.527  14 

Domestic  deposits . 

1,158.91 

1.235  51 

1,314  26 

1  342  77 

1  346  26 

1.327  12 

Loan  loss  reserve . 

32.24 

28  51 

30.36 

33  00 

33  95 

32  41 

Equity  capital . 

102  61 

113  70 

119  37 

123  63 

136  65 

155  65 

Total  capital  . 

N/A 

N/A 

144  12 

151  78 

163  66 

186  38 

Balance  Sheet  Changes  ($  Billions) 

Year-to-Date  Changes: 

Assets . 

27.27 

47  06 

3  98 

22  90 

-9  84 

8  57 

Loans  . 

36  77 

34  62 

-4  12 

-28  86 

-23  04 

1351 

Noncurrent  loans 

-1.25 

2  99 

2  67 

2  89 

-3.23 

-5  52 

Other  real  estate  owned 

1  14 

0  83 

1  49 

3  03 

0  77 

-2  28 

Investment  securities 

-1  32 

9  07 

17  56 

16.06 

21  27 

17  18 

Total  liabilities . 

24  45 

4151 

-1  71 

-26  62 

-19  53 

-2  38 

Total  deposits . 

9  24 

15.43 

15  73 

-23.60 

-30  43 

-21  46 

Loan  loss  reserve 

0  04 

-1  31 

-2  00 

-1  13 

0  21 

-0  52 

Equity  capital 

2  83 

5  54 

5  69 

3  72 

9  69 

1095 

Total  capital . 

N/A 

N/A 

N/A 

2  70 

8  74 

13  41 

Second  Quarter  Changes: 

Assets . 

24.86 

39  04 

6  62 

7  41 

-10  57 

29  49 

Loans  . 

20  93 

2697 

-2.20 

19.63 

-9  52 

22  93 

Noncurrent  loans 

-1  85 

1  72 

1  36 

-0  37 

-2  43 

3.24 

Other  real  estate  owned 

0  49 

0  40 

1  56 

1  04 

0  02 

-1  57 

Investment  securities  . 

-0  95 

4  39 

8  08 

5  78 

8  80 

1  10 

Total  liabilities 

22  62 

36  70 

5  65 

6  02 

16  50 

25  31 

Total  deposits . 

21  56 

12  63 

21  10 

5  66 

-20  89 

891 

Loan  loss  reserve 

-0  73 

-0  51 

1  60 

-0  45 

-0  47 

-0  51 

Equity  capital 

2  24 

2  34 

0.97 

1  39 

5  93 

4  18 

Total  capital  .  . 

N/A 

N/A 

1  32 

0  20 

4  96 

6  40 

Note:  1993  data  are  preliminary 
Regulatory  and  Statistical  Analysis  (09/10/93) 
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Aggregate  performance  data  for  national  banks  by  size 
(Data  through  second  quarter  of  each  year) 


Under  $  1 OOM  $  1 00M-$  1 B 

$1B-$10B 

Over  $10B 

Total 

1992  1  1993 

1992 

1993 

1992 

1993 

1992 

1993 

1992 

1993 

Indsutry  Structure 

2.128 

1.174 

1,115 

175 

163 

33 

38 

3.692 

3.444 

Number  of  banks  with  losses 

207 

142 

65 

44 

13 

9 

1 

2 

286 

197 

Number  of  faiied/assisted  banks 

2 

4 

0 

0 

0 

0 

14 

15 

Income  Statement  ($  Billions) 

Net  income 

0  55 

061 

1  63 

1  90 

3  23 

3  77 

3.10 

6  06 

8  50 

12  34 

Net  interest  income 

2  22 

2  15 

6  51 

6  41 

1291 

11  92 

15.68 

19  39 

37  32 

39  87 

Noninterest  income 

0  62 

0  63 

1  93 

201 

7  16 

7  00 

993 

12.18 

19  64 

21  82 

Noninterest  expense 

1  96 

1  91 

5.46 

5  40 

13  06 

12.20 

17  58 

21.88 

38  06 

41.38 

Loan  loss  provision 

0  15 

0  09 

0  77 

0  49 

2  73 

1.58 

4.31 

2.77 

7.95 

4.94 

Securities  gams  net 

0  04 

004 

0  10 

0  08 

0.37 

0  22 

0  58 

0  51 

1.09 

0  85 

Extraordinary  income-  net 

0  02 

0  04 

0  00 

0  13 

0  06 

0.12 

0  10 

1.29 

0.18 

1.58 

Net  loan  loss 

0  13 

0.08 

0.63 

0.40 

2.71 

1  50 

3.85 

3.13 

7.31 

5.10 

Second  Quarter 

Net  income 

0  28 

0  31 

0  84 

0.95 

1  66 

2  06 

1.62 

2.82 

4  40 

6  14 

Net  interest  income 

1  13 

1  04 

3.31 

3  24 

6  53 

6.21 

8  09 

9.71 

19.06 

20  21 

Noninterest  income 

031 

0.30 

0  99 

1.04 

3.61 

3.67 

5.23 

6.26 

10.14 

11.27 

Noninterest  expense 

0  99 

0  92 

2.76 

2.73 

6.61 

6.33 

9.22 

10.54 

19.58 

20  52 

Loan  loss  provision 

0  08 

0.01 

0  37 

0.24 

1.28 

0.71 

1  97 

1.23 

3.69 

2.19 

Securities  gams,  net 

0  02 

0.01 

0  05 

0  03 

0  17 

0  13 

0  14 

0.17 

0.38 

0  34 

Extraordinary  income,  net 

001 

0.01 

-0.01 

0.05 

0  01 

001 

0.06 

0.01 

0.08 

0  07 

Net  loan  loss 

007 

001 

0  32 

0.20 

1  30 

0  79 

1.83 

1  66 

3  52 

2  66 

Performance  Ratios  (%) 

Year-to-Date 

Return  on  equity 

11  63 

12.74 

13.75 

15  69 

15  13 

17  96 

1141 

16  64 

13.07 

16  60 

Return  on  assets 

1  05 

1  22 

1  07 

1  31 

1  05 

1  40 

0  68 

1.16 

0  88 

1.25 

Net  interest  margin 

4  26 

4  28 

4.28 

4  41 

4  20 

4  41 

3.42 

3.70 

3.85 

4  03 

Loss  provision  to  loans 

0  57 

0.34 

0  87 

0  59 

1  44 

0  98 

1  47 

0  86 

1  34 

0.83 

Net  loan  loss  to  loans 

051 

031 

0  71 

0  48 

1  43 

0  93 

1.32 

0  97 

1.23 

0.86 

Noncurrent  loans  to  loans 

2  07 

1  72 

2  08 

1  62 

3  27 

2  30 

501 

356 

391 

2.86 

Loss  reserves  to  loans 

1  94 

1  84 

1  97 

1  95 

3  12 

295 

295 

2  81 

2  82 

269 

Loss  reserves  to  noncurrent  loans 

93  61 

107  06 

94  73 

120  33 

95  57 

12861 

58  90 

78  98 

72.06 

93  87 

Loans  to  assets 

50  00 

50  36 

58  00 

57  70 

61  09 

60  15 

63  36 

61.32 

61  11 

59  93 

Loans  to  deposits 

56  41 

57  25 

67  31 

68  23 

78  95 

7929 

84.73 

84  62 

78.26 

78.94 

Equity  to  assets 

9  23 

9  62 

8  02 

8  58 

7  24 

8.02 

6.12 

7.19 

6  93 

7.74 

Estimated  leverage  ratio 

9  06 

9  48 

7  81 

8  35 

6  80 

7  64 

5  71 

6  52 

6  56 

7  24 

Estimated  risk-based  capital  ratio 

17  40 

18  28 

13  68 

14  70 

11  24 

12  86 

9  47 

11.11 

10  83 

12.24 

Note  1993  data  are  preliminary  0  00  indicates  an  amount  of  less  than  $5  million 
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Aggregate  condition  data  for  national  banks  by  size 
(Data  through  second  quarter  of  each  year) 


Under  $100M 

$100M-$1B 

$1B-$10B 

Over  $1  OB 

1992 

1993 

1992 

1993 

1992 

1993 

1992 

1993 

1992 

1993 

Balance  Sheet  ($  Billions) 

Assets 

104  75 

99  87 

305  57 

291  92 

614  80 

549.78 

946  45 

1  069  92 

1,971.57 

2,011.50 

Loans  . 

5238 

50  30 

177  22 

168.44 

37559 

330.72 

599  66 

656  03 

1.204  86 

1 .205  49 

Real  estate  (RE) 

27  90 

27  78 

95  11 

92  24 

147.64 

135  10 

229  76 

248  40 

500  42 

503  53 

Commercial  and  industrial  (C&l) 

9  45 

8  63 

33  94 

30.45 

91.74 

78.71 

203  21 

218  40 

338  33 

336  19 

Consumer  (Cnsrmr) . 

9  35 

8  55 

38  92 

37.33 

97  67 

88  86 

7830 

93  43 

224  25 

228  17 

Noncurrent  loans . 

1  08 

0.86 

3  69 

2.73 

12.27 

7  60 

30  06 

23  35 

47  11 

34  53 

Noncurrent  RE  loans . 

0  54 

045 

2  07 

1.55 

6.96 

4  48 

1653 

13  78 

26.10 

20  26 

Noncurrent  C&l  loans 

0  46 

0  35 

1  19 

0.87 

331 

1  72 

9  24 

6  13 

14.21 

907 

Noncurrent  cnsmr  loans 

0  08 

0.06 

0  31 

0  26 

1  40 

1  06 

1  44 

1  66 

3  23 

3  04 

Other  real  estate  owned . 

064 

0  46 

1  83 

1.29 

548 

3  05 

10  49 

1007 

18  44 

14  86 

Investment  securities .  . 

37.17 

35  97 

85  97 

87  02 

137.68 

134.16 

120.46 

163  61 

381  28 

420  76 

Total  liabilities . 

95  08 

90.26 

281.07 

266  87 

570.28 

505  68 

888  49 

993  03 

1.834  91 

1 .855  84 

Total  deposits .  ... 

92.86 

87.86 

263  30 

246  89 

475.72 

417.11 

707  76 

775  29 

1  539.64 

1.527  14 

Domestic  deposits 

92  83 

87  83 

262  95 

246  66 

468  35 

410  53 

522.13 

582  10 

1  346  26 

1.327  12 

Loan  loss  reserve  . 

1  01 

0  92 

3.50 

3.28 

11.73 

9.77 

17  71 

18  44 

33  95 

32  41 

Equity  capital . 

9  67 

961 

24  50 

25.05 

44  52 

44  10 

57  96 

76  89 

136  65 

155  65 

Total  capital  . 

10  30 

10  20 

26  57 

26  89 

49.54 

49  74 

77  26 

99.55 

163  66 

186  38 

Balance  Sheet  Changes  ($  Billions) 

Year-to-Date  Changes: 

Assets . 

-3  00 

-2  01 

-1  73 

-15  38 

5  87 

-20  82 

-10  98 

46  78 

-9  84 

8  57 

Loans . 

1  32 

0  03 

-0  86 

-6.13 

1  58 

-2.31 

- 19  27 

21  92 

-23  04 

1351 

Noncurrent  loans  . 

-0.03 

-0  05 

-0  18 

-0.47 

-0.49 

-1  06 

-2  54 

3  96 

-3  23 

5  52 

Other  real  estate  owned 

-0  06 

-0  10 

-0  04 

-0.35 

0.10 

-0  65 

0.77 

-1  18 

0.77 

-2  28 

Investment  securities  . 

0.59 

0.29 

4  43 

-0.71 

14  61 

-0  86 

1  64 

18  46 

21.27 

17  18 

Total  liabilities .  .  . 

-3.18 

-2  20 

-292 

-15.82 

1.55 

-22.65 

14.97 

38  29 

-1953 

-238 

Total  deposits . 

-3  02 

-2  53 

-1  52 

-17  00 

0  48 

-22  33 

-26  36 

20  41 

-30  43 

-21  46 

Loan  loss  reserve . 

-0.03 

-0.02 

0  09 

-0.17 

081 

-0  34 

-0  66 

001 

0.21 

-0  52 

Equity  capital . 

0.17 

0.19 

1.20 

0.44 

4  32 

1  82 

4  00 

8  50 

969 

1095 

Total  capital  . 

009 

0  22 

1  17 

0  40 

4  41 

3.22 

307 

9  58 

8  74 

13  41 

Second  Quarter  Changes: 

Assets . 

-0.74 

-1  94 

-3  53 

-6.73 

14  26 

9  83 

-20  57 

28.33 

10  57 

29  49 

Loans  .  ... 

0  48 

-0.27 

-0  72 

-1.89 

7.24 

8  30 

-1652 

16  80 

-952 

22  93 

Noncurrent  loans . 

-0  04 

-0  07 

-0.23 

-0.26 

-0.08 

-0.40 

-2  07 

-252 

-2  43 

-3  24 

Other  real  estate  owned 

-0  03 

-0  09 

-0.04 

-0  21 

0  07 

-0  37 

0  02 

-0  89 

0  02 

1  57 

Investment  securities  . 

0.35 

-0  48 

0.82 

-1.58 

10.75 

-0  54 

-3  12 

3  70 

8  80 

1  10 

Total  liabilities . 

-0  84 

-1.92 

-4.04 

-6.43 

11.07 

8  32 

-22  68 

25  34 

-1650 

2531 

Total  deposits  . 

-0.97 

-2.25 

-3.81 

-7.28 

8.75 

4  97 

-24  85 

13  47 

-20  89 

8.91 

Loan  loss  reserve 

000 

-0  04 

0  00 

-0  14 

0.77 

-0  03 

-1  25 

-0  29 

0  47 

051 

Equity  capital .  . 

0.10 

-0.02 

0.52 

-0  30 

3  19 

1  51 

2.1 1 

2  99 

5  93 

4  18 

Total  capital . 

0.11 

-0.04 

0.50 

-0  27 

3  38 

2.10 

0  97 

4  60 

4  96 

6  40 

Note.  1993  data  are  preliminary  0.00  indicates  an  amount  of  less  than  $5  million 
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Aggregate  performance  data  for  national  banks  by  region 
(Data  through  second  quarter  of  1993) 


Northeastern 

Southeastern 

Central 

Midwestern 

Southwestern 

Western 

Total 

374 

486 

716 

605 

820 

443 

3.444 

Number  of  banks  with  losses 

22 

28 

20 

16 

33 

78 

197 

Number  of  failed/assisted  banks 

3 

1 

2 

2 

7 

15 

Income  Statement  ($  Billions) 

Net  income 

341 

201 

2  30 

1  03 

1  58 

201 

12  34 

Net  interest  income 

12  48 

6  47 

6  83 

2  73 

3.61 

7  76 

39  87 

Noninterest  income 

7  84 

2  71 

3  08 

2  11 

1  71 

4  37 

21  82 

Noninterest  expense 

14.84 

5  91 

6  19 

2  97 

3.75 

7  72 

41  38 

Loan  loss  provision 

2  22 

0  49 

0  73 

0  35 

001 

1  14 

4  94 

Securities  gams,  net 

0  54 

008 

0  08 

0  04 

0  06 

0  04 

0  85 

Extraordinary  income,  net 

0  87 

0  07 

0  13 

0  01 

0  47 

0  03 

1  58 

Net  loan  loss 

2  55 

0  40 

057 

0  29 

0.10 

1  19 

5  10 

Second  Quarter 

Net  income 

1  64 

1  11 

1  19 

0  56 

061 

1.04 

6  14 

Net  Interest  income 

6  28 

3  27 

3  49 

1  40 

1  84 

3  93 

20.21 

Noninterest  income 

4  12 

1  38 

1  62 

1  08 

089 

2.18 

11.27 

Noninterest  expense 

7  22 

2  90 

3.16 

1.51 

1.89 

3.85 

20  52 

Loan  loss  provision 

1  01 

0.22 

0  31 

0  15 

-0  03 

0  54 

2  19 

Securities  gains,  net 

0  23 

0  03 

003 

0  01 

0  02 

0  02 

0  34 

Extraordinary  income,  net 

0.01 

0  04 

0  01 

001 

000 

0  01 

007 

Net  loan  loss 

1  37 

0.21 

0  28 

0  14 

0  06 

0  59 

266 

Performance  Ratios  (%) 

Year-to-Date 

Return  on  equity 

15  33 

1661 

17  40 

18  79 

21  88 

14  31 

16  60 

Return  on  assets 

1  05 

1  20 

1  36 

1  54 

1  65 

1.22 

1  25 

Net  interest  margin 

3  82 

3  88 

4  05 

4  07 

3  76 

4  70 

4  03 

Loss  provision  to  loans 

1  13 

051 

0  72 

0  89 

001 

1.01 

0  83 

Net  loan  loss  to  loans 

1  30 

0  41 

0  57 

0  75 

0  22 

1.05 

0  86 

Noncurrent  loans  to  loans 

4  18 

1  86 

1  76 

1  65 

1  57 

341 

2  86 

Loss  reserves  to  loans 

3  19 

2  06 

2.10 

205 

2  08 

338 

2  69 

Loss  reserves  to  noncurrent  loans 

76  40 

110  46 

11921 

124  49 

132  45 

99  28 

93  87 

Loans  to  assets 

60  33 

58  88 

59  66 

59  88 

48  10 

67  62 

5993 

Loans  to  deposits 

81.53 

79  67 

79  49 

79  74 

58  15 

85  56 

78  94 

Equity  to  assets 

7  09 

7  39 

7  99 

8  45 

7  92 

8  74 

7  74 

Estimated  leverage  ratio 

6  72 

7  14 

7  72 

8  08 

7  32 

7.51 

7  24 

Estimated  risk-based  capital  ratio 

11  71 

11  80 

12  44 

13  56 

13  86 

12  34 

12  24 

Note  1993  data  are  preliminary  0.00  indicates  an  amount  of  less  than  $5  million 
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Aggregate  condition  data  for  national  banks  by  region 
(Data  through  second  quarter  of  1993) 


Northeastern 

Southeastern 

Central 

Midwestern 

Southwestern 

Western 

Total 

Balance  Sheet  ($  Billions) 

Assets . 

665.12 

340  64 

343  19 

135  13 

198  13 

329  29 

2.011  50 

Loans . 

401  29 

200  56 

204,74 

80  92 

95  31 

222  68 

1  205  49 

Real  estate  (RE) 

147  98 

99  29 

80  95 

32  67 

41  28 

101  35 

503  53 

Commercial  and  industrial  (C&l) 

128  73 

48  45 

58  94 

19  12 

26  45 

54  49 

336  19 

Consumer  (Cnsmr) . 

67.94 

36  96 

44,35 

17  93 

18  53 

42  46 

228  17 

Noncurrent  loans . 

16  78 

3  73 

3  61 

1  33 

1  49 

7  59 

34  53 

Noncurrent  RE  loans 

9.64 

2  50 

1  84 

0  51 

0  82 

4  95 

20  26 

Noncurrent  C&l  loans . 

4  22 

091 

1.13 

0  42 

0.50 

1  89 

9  07 

Noncurrent  cnsmr  loans . 

1.62 

0.22 

0  33 

0  30 

0.11 

0  46 

3  04 

Other  real  estate  owned 

7  84 

1  64 

1.21 

0  35 

0.83 

3  00 

14  86 

Investment  securities  . 

1 19  41 

81  31 

71.18 

35  34 

65  10 

48  41 

420  76 

Total  liabilities . 

617  96 

315  47 

315.76 

123  71 

182.44 

300  52 

1  855  84 

Total  deposits . 

492.21 

251  74 

257  55 

101  49 

163  91 

260  25 

1,527  14 

Domestic  deposits . 

343.79 

242  75 

239  46 

100  66 

162  41 

238  06 

1,327  12 

Loan  loss  reserve . 

12.82 

4  12 

4.30 

1  66 

1  98 

7  53 

32  41 

Equity  capital . 

47  16 

25  17 

27.43 

11  42 

15.70 

28  77 

155  65 

Total  capital 

62  25 

28  20 

33  35 

12  64 

16  13 

33  80 

186  38 

Balance  Sheet  Changes  ($  Billions) 

Year-to-Date  Changes: 

Assets . 

-8  88 

12.02 

7  54 

-2  11 

1  47 

-1  47 

857 

Loans  . 

-1.82 

8  86 

5  11 

2  33 

3  50 

-4  47 

13.51 

Noncurrent  loans . 

-3.29 

-0.05 

-0.16 

008 

-0.27 

-1  83 

-552 

Other  real  estate  owned 

-061 

-031 

-0.35 

-0.05 

-0.27 

-0.70 

-2  28 

Investment  securities . 

1  94 

5  22 

1.35 

0  40 

3.47 

4  80 

17  18 

Total  liabilities . 

-11  60 

10.21 

5  87 

-2.70 

-0  84 

-332 

-238 

Total  deposits . 

-9.98 

1.09 

-1.52 

-4  45 

-1.43 

-5  18 

-21  46 

Loan  loss  reserve . 

-0.53 

0  13 

0.23 

-0  03 

-0  23 

-0  08 

-0  52 

Equity  capital . 

2.72 

1.81 

1  67 

0.59 

2  31 

1  85 

10  95 

Total  capital . 

3  42 

2.20 

2  97 

081 

1  61 

241 

13  41 

Second  Quarter  Changes 

Assets . 

1  32 

8.50 

11.36 

3  66 

2  04 

2  59 

29  49 

Loans  . 

1.85 

7  49 

5.79 

4  17 

5.37 

-1  73 

22  93 

Noncurrent  loans . 

-1  96 

-0.29 

-0.14 

0  18 

-0  07 

-0  96 

-3  24 

Other  real  estate  owned . 

0  59 

-0  17 

-0.25 

-0  02 

-0  15 

-0  39 

-1  57 

Investment  securities . 

2  92 

-0  64 

0.75 

-0  20 

-3  30 

1.55 

1  10 

Total  liabilities . 

0.27 

7  56 

10  64 

3  33 

1.72 

1.79 

25  31 

Total  deposits . 

0.43 

4,31 

5.55 

0  92 

-1  82 

038 

891 

Loan  loss  reserve . 

-0.42 

0  07 

0  08 

0  00 

-0  11 

-0.13 

-051 

Equity  capital . 

1.05 

0  95 

0.72 

0  34 

0.32 

0  80 

4  18 

Total  capital . 

209 

1  08 

1  73 

031 

0  39 

080 

6  40 

Note:  1993  data  are  preliminary,  0.00  indicates  an  amount  of  less  than  $5  million. 
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9 


Definitions 


Glossary 


Commercial  Real  Estate  Loans:  Loans  secured  by  nonfarm,  nonresidential  properties. 

Construction  Loans:  Loans  for  construction  and  land  development. 

Extraordinary  Income,  Net:  Net  after-tax  income  from  events  and  transactions  that  are  "unusual  and  infrequent." 

Failed/Assisted  Banks  National  banks  that  have  been  closed  by,  or  have  received  financial  assistance  from,  the 
Federal  Deposit  Insurance  Corporation  (FDIC). 

Investment  Securities:  Total  securities  excluding  those  held  in  trading  accounts. 

Leverage  Ratio:  Ratio  of  estimated  Tier  1  capital  to  estimated  tangible  total  assets. 

Loans:  Total  loans  and  leases  less  unearned  income. 

Net  Loan  Losses:  Total  loans  and  leases  charged  off  (removed  from  balance  sheet  because  of  uncollectibility) 
during  the  period,  less  amounts  recovered  on  loans  and  leases  previously  charged  off. 

Loan  Loss  Reserve:  The  allowance  for  loan  and  lease  losses. 

National  Banks:  Nationally  chartered  commercial  banks  in  the  United  States  and  its  territories  that  are  insured  by 
either  the  Bank  Insurance  Fund  or  the  Savings  Association  Insurance  Fund  of  the  FDIC  and  filed  a  call  report. 

Noncurrent  Loans:  The  surn  of  loans  and  leases  90  days  or  more  past  due  plus  nonaccrual  loans. 

Net  Interest  Margin:  Net  interest  income  as  a  percent  of  average  assets. 

Regions:  Northeastern  (NE) —  Connecticut,  Delaware,  District  of  Columbia,  Maine,  Maryland,  Massachusetts,  New 
Hampshire,  New  Jersey,  New  York,  Pennsylvania,  Puerto  Rico,  Rhode  Island,  Vermont,  Virgin  Islands;  Southeastern 
(SE)  —  Alabama,  Florida,  Georgia,  Mississippi,  North  Carolina,  South  Carolina,  Tennessee,  Virginia,  West  Virginia; 
Central  (CE)  —  Illinois,  Indiana,  Kentucky,  Michigan,  Ohio,  Wisconsin;  Midwestern  (MW)  —  Iowa,  Kansas, 
Minnesota,  Missouri,  Nebraska,  North  Dakota,  South  Dakota;  Southwestern  (SW)  —  Arkansas,  Louisiana,  New 
Mexico,  Oklahoma,  Texas;  Western  (WE)  —  Alaska,  Arizona,  California,  Colorado,  Guam,  Hawaii,  Idaho,  Montana, 
Nevada,  Oregon,  Utah,  Washington,  Wyoming.  Each  bank  in  a  multinational  bank  holding  company  is  included  in 
the  region  in  which  the  bank  is  located. 

Other  Real  Estate  Owned  (OREO):  Real  estate  acquired  by  a  bank  for  debts  previously  contracted  (i.e. ,  foreclosed 
real  estate).  Also  includes  property  formerly  used  or  intended  for  use  for  banking  purposes. 

Residential  Real  Estate:  Loans  secured  by  one-  to  four-family  residential  properties  plus  loans  secured  by 
multifamily  (five  or  more)  residential  properties. 

Risk-based  Capital  Ratio:  Ratio  of  estimated  total  capital  to  estimated  risk-weighted  assets. 

Securities  Gains  Net  pre-tax  realized  gains  (losses)  on  securities  not  held  in  trading  accounts. 

Total  Capital:  The  sum  of  Tier  1  and  Tier  2  capital  reported  on  call  report  schedule  RC-R 


Computation  Methodology 

Current  quarter  income  statement  items  were  calculated  by  summing  the  difference  between  the  year-to-date  and 
previous  quarter  numbers  of  each  item  for  all  banks  that  filed  a  current  quarter  call  report.  For  performance  ratios 
constructed  by  dividing  an  income  statement  (flow)  item  by  a  balance  sheet  (stock)  item,  the  income  statement  item 
for  the  period  A/as  annualized  (multiplied  by  the  number  of  periods  in  a  year)  and  the  average  of  the  balance  sheet 
r  for  the  period  (beginnmg-of-period  amount  plus  end-of-period  amount  divided  by  two)  was  used 


Special  Supervision  and  Enforcement  Activities 


Problem  National  Banks  Problem  Banks  By  District 


After  reaching  a  high  of  373  at  the  end  of  1990,  the 
number  of  problem  national  banks  declined  to  368  in 
1991,  to  253  in  1992,  and  194  as  of  June  30,  1993. 
Although  most  problem  banks  continue  to  be  located 
in  the  Southwestern  District,  the  number  of  problem 
banks  there  declined  by  47  percent  in  1992  and 
another  36  percent  in  the  first  six  months  of  1993.  The 
improvement  in  the  Southwestern  District  is  due  to 
several  factors,  including  a  slowdown  in  reserving  for 
problem  loans,  especially  in  the  commercial  real  estate 
portfolios.  Declining  interest  rates  have  also  improved 
profitability.  Outside  investors  continue  to  show  interest 
in  investing  in  the  national  banks  in  this  region.  In  the 
other  districts,  the  number  of  problem  banks  also 
declined  since  year-end  1992. 


Source  Special  Supervision 


Problem  National  Bank 
Historical  Trend  Line 
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Source  Special  Supervision 


This  section  includes  information  on  problem  national  banks,  national 
bank  failures ,  and  enforcement  actions.  Data  on  problem  banks  and 
bank  failures  is  provided  by  OCC’s  Special  Supervision  Division  in 
Washington  Information  on  enforcement  actions  is  provided  by 
Special  Supervision  together  with  the  Enforcement  and  Compliance 
Division  of  the  Law  Department  The  latter  is  principally  responsible 
for  presenting  and  litigating  administrative  actions  on  the  OCC's 
behalf  against  banks  requiring  special  supervision 


National  Bank  Failures 

During  the  first  six  months  of  1993,  23  commercial 
banks  failed,  of  which  15,  or  65  percent,  were  national 
banks.  The  dollar  volume  of  national  bank  failures  was 
low  compared  to  previous  years,  because  of  a  smaller 
number  of  failures  and  because  no  large  banks  with 
more  than  $1  billion  in  assets  failed  during  the  period. 


Bank  Failures 
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Total  Assets  in  Millions  Number  ot  Bank  Failures 


Failed  National  Banks 
By  Asset  Size 
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Source  Special  Supervision 


Dollar  Volume  of  National  Bank  Failures 
(in  millions) 


Source  Special  Supervision 


Enforcement  Actions 

The  OCC  has  a  number  of  remedies  with  which  to  carry 
out  its  supervisory  responsibilities.  When  it  identifies 
safety  or  soundness  or  compliance  problems,  these 
remedies  range  from  informal  advice  and  moral 
suasion  to  formal  enforcement  actions.  These 
mechanisms  are  designed  to  achieve  expeditious  cor¬ 
rective  and  remedial  action  to  return  the  bank  to  a  safe 
and  sound  condition. 

The  OCC's  informal  enforcement  actions  include  com¬ 
mitment  letters  and  memoranda  of  understanding 
(MOUs).  Informal  actions  are  meant  to  handle  less 
serious  supervisory  problems  identified  by  the  OCC  in 
its  supervision  of  national  banks.  Although  these  ac¬ 
tions  are  not  legally  enforceable,  failure  to  honor  them 
is  considered  strong  evidence  of  the  need  for  the  OCC 
to  take  formal  action. 

Commitment  Letters 


In  the  first  six  months  of  1993,  national  bank  failures 
occurred  in  every  district  except  the  Central.  Although 
in  recent  years  the  Southwestern  District  has  consis¬ 
tently  had  the  highest  number  of  failures,  during  this 
period  the  Northeastern  and  Western  districts  ex¬ 
perienced  the  most  failures. 

National  Bank  Failures  by  OCC  District 
(through  June  30,  1993) 
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Memorandums  of  Understanding 


The  most  common  types  of  formal  actions  issued  by 
the  OCC  over  the  past  several  years  have  been  formal 


Number  of  Actions  Number  of  Actions 


agreements,  cease  and  desist  orders,  civil  money 
penalties  (CMPs),  and  removals.  Formal  agreements 
are  documents  signed  by  a  national  bank’s  board  of 
directors  and  the  OCC  in  which  specific  corrective  and 
remedial  measures  are  enumerated  as  necessary  to 
return  the  bank  to  a  safe  and  sound  condition.  Cease 
and  desist  orders,  sometimes  known  as  consent  or¬ 
ders,  may  be  legally  enforced.  Like  a  formal  agreement, 
these  orders  contain  a  series  of  remedial  measures  in 
article  form.  CMPs  are  authorized  for  violations  of  laws, 
rules,  regulations,  formal  written  agreements,  final  or¬ 
ders,  conditions  imposed  in  writing,  and  under  certain 
circumstances,  unsafe  or  unsound  banking  practices 
or  breaches  of  fiduciary  duty.  Finally,  the  OCC  oc¬ 
casionally  is  compelled  to  use  removal  orders  to 
remove  individuals  who  have  violated  the  law  or  acted 
in  an  unsafe  or  unsound  manner  from  the  banking 
industry. 


Civil  Money  Penalties 


Formal  Agreements 


Orders  to  Cease  and  Desist 


Orders  of  Removal 


(Completed) 

Recent  Enforcement  Cases 

On  January  21,  1992,  the  OCC  issued  a  notice  of 
charges  seeking  restitution  and  a  removal  notice 
against  Michael  A.  O'Connell,  former  president  and 
director,  Metropolitan  National  Bank,  McAllen,  Texas, 
alleging  that  he  engaged  in  unauthorized  trading  in  the 
U.S.  Treasury  Bond  market  using  a  security  owned  by 
a  bank  customer  as  collateral.  A  hearing  was  held  in 
Corpus  Christi,  Texas,  on  September  29  and  30,  1992. 
On  June  4,  1 993,  the  Comptroller  ordered  O'Connell  to 
pay  restitution  in  the  amount  of  the  entire  loss, 
$219,108.88,  to  the  Federal  Deposit  Insurance  Cor¬ 
poration  as  receiver  for  the  bank.  On  June  28,  1 993,  the 
Federal  Reserve  Board  ordered  O’Connell  removed 


'Thirty-three  of  the  cease  and  desist  orders  and  civil  money  penalties 
settled  in  the  period  January  I  -  December  31  1992  involved  orders 
issued  pursuant  to  12  CFR  12  relating  to  violations  of  the  recordkeep 
ing  reguirements  of  government  securities  dealers 
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from  banking  The  Comptroller  and  the  Board  substan¬ 
tially  adopted  Administrative  Law  Judge  Walter  J. 
Alprin's  findings  of  fact  and  conclusions  of  law  and  held 
that  although  the  O'Connell  did  not  profit  from  his 
trading  activities,  he  was  unjustly  enriched  in  that  he 
was  not  held  financially  accountable  for  the  losses 
incurred  by  his  unauthorized  trading. 

The  OCC  issued  CMP  and  removal  notices  on  Septem¬ 
ber  9,  1991,  against  Preston  J.  Brooks,  former  president 
and  director,  First  National  Bank  of  Deport,  Deport, 
Texas.  The  alleged  violations  against  Brooks  con¬ 
cerned  payment  of  an  illegal  dividend,  operating  his 
own  insurance  company  through  the  bank,  making  a 
preferential  loan  to  himself,  and  conducting  unsafe  and 
unsound  practices  by  manipulating  a  bank-controlled 
account  through  wiring  funds  to  various  family  mem¬ 
bers  without  prior  authorization.  On  June  17,  1993, 
Brooks  was  ordered  to  pay  a  CMP  in  the  amount  of 
$18,000.  The  Comptroller  found  that  Brooks  had  vio¬ 
lated  12  U.S.C.  60  and  375(b),  engaged  in  a  reckless, 
unsafe  and  unsound  practice  in  the  manner  in  which 
he  booked  and  disbursed  the  proceeds  of  a  loan  to 
himself,  and  breached  his  fiduciary  duty  to  the  bank  by 
accepting  a  preferential  loan.  The  Comptroller  did  not 
find  that  Brooks  had  violated  12  U.S.C.  24  or  engaged 
in  an  unsafe  or  unsound  practice  concerning  the  bank's 
wire  transfers.  In  a  decision  dated  August  6,  1993,  the 
Federal  Reserve  Board  declined  to  remove  Brooks  from 
the  banking  industry,  because  it  did  not  find  that  his 
conduct  evidenced  personal  dishonesty  or  a  willful  or 
continuing  disregard  for  the  bank. 

Four  former  directors  of  Valley  National  Bank  of  Fremont 
County,  Hamburg,  Iowa,  agreed  to  settle  CMP  and 
other  administrative  actions  initiated  against  them  for 
alleged  violations  of  Regulation  O  and  various  unsafe 
and  unsound  practices.  The  OCC  alleged  that  the  bank 
had  made  a  series  of  preferential  loans  to  bank  direc¬ 
tors  and  that  a  loan  made  to  president  James  Weaver 
pursuant  to  12  U.S.C.  375a(3)  was  not  used  to  finance 
the  education  of  his  children.  In  addition,  the  OCC  cited 
as  unsafe  and  unsound  practices  the  bank's  purchase 
of  three  luxury  automobiles  for  use  by  certain  directors 
and  its  reimbursement  of  over  $40,000  of  apparently 
personal  expenses  charged  by  Weaver  to  a  bank  credit 
card  Weaver  agreed  to  pay  a  $5,000  CMP  and  $40,000 
as  restitution  to  the  FDIC  and  consented  to  his  removal 
from  banking.  Three  other  directors  agreed  to  pay  fines 
totaling  $20,000 

On  June  3,  1 993,  the  OCC  reached  a  settlement  agree¬ 
ment  on  a  CMP  and  a  permanent  prohibition  action 
against  Kimberly  A  Durbin,  former  loan  review  officer 
and  auditor  of  First  National  Bank  and  Trust  Company 
of  //oodford  County,  Versailles,  Kentucky  These  ac- 
,  were  based  on  allegations  that  Durbin  used  the 


bank's  on-line  computer  system  to  tamper  with  her  loan 
and  checking  accounts  and  thereby  acquired  un¬ 
authorized  funds.  Durbin  consented  to  both  a  per¬ 
manent  prohibition  and  a  CMP  in  the  amount  of  $5,000, 
neither  admitting  nor  denying  any  wrongdoing  by  set¬ 
tling  the  action. 

On  July  1 9, 1 993,  the  OCC  reached  a  settlement  agree¬ 
ment  on  a  CMP  against  Timothy  J.  McFarland,  former 
president  of  American  National  Bank  of  Arizona,  Scot¬ 
tsdale,  Arizona.  This  action  was  based  on  alleged 
violations  of  insider  laws,  affiliate  laws,  and  violations  of 
two  formal  agreements.  McFarland  consented  to  a 
CMP  in  the  amount  of  $7,000,  neither  admitting  nor 
denying  any  wrongdoing  by  settling  the  action. 

The  OCC  filed  a  notice  of  assessment  of  civil  money 
penalties  against  Billy  C.  Roten,  Alfred  Bryant,  Glenda 
Laseman,  and  Joyce  Roten,  former  directors  of  failed 
Alvarado  National  Bank,  Alvarado,  Texas.  The  notice 
alleged  that  the  directors  willfully  filed  inaccurate  call 
reports.  Laseman  and  Byrant  each  agreed  to  pay  a 
$5,000  CMP.  Mr.  and  Mrs.  Roten  jointly  agreed  to  pay 
a  $6,000  CMP.  The  noticed  parties  neither  admitted  nor 
denied  any  wrongdoing  by  settling  the  action. 

In  July  and  August  1993,  the  OCC  completed  negotia¬ 
tions  resulting  in  stipulation  and  consent  agreements 
for  payment  of  civil  money  penalties  with  four  of  the 
directors  or  former  directors  of  First  National  Bank  of 
Bonham,  Texas.  A  fifth  director  paid  the  $5,000  assess¬ 
ment  at  the  time  he  was  served  with  the  notice  of 
charges.  The  OCC  charged  the  directors  with  causing 
the  bank  to  significantly  misstate  its  call  reports  by 
failing  to  timely  recognize  a  loss  on  a  check  kiting 
scheme  and  for  approving  payment  of  an  illegal 
dividend  to  the  bank’s  holding  company. 

The  OCC  reached  a  $1.5  million  settlement  with 
Hughes  &  Luce,  a  Dallas  law  firm,  and  three  of  its 
present  and  former  partners,  Linton  Barbee,  Daniel 
Hennessy,  and  Lewis  T.  Sweet.  The  individuals  each 
contributed  $20,000  to  the  settlement,  with  the  law  firm 
paying  the  remainder.  The  $1.5  million,  less  $100,000 
to  cover  OCC  expenses  in  the  case,  was  paid  to  the 
Bank  Insurance  Fund.  The  settlement  resolved  claims 
arising  from  transactions  identified  by  the  Federal 
Deposit  Insurance  Corporation  in  its  capacity  as 
receiver  of  MBank  Dallas,  which  failed  in  March  1989. 
The  OCC  sought  the  settlement  after  concluding, 
through  an  independent  investigation,  that  the  law  firm 
and  the  lawyers  advised,  assisted,  and  participated  in 
two  complex  transactions  that  resulted  in  losses  of  at 
least  $2.2  million  to  the  bank.  The  OCC's  interpretation 
of  the  transactions  is  that  they  were  designed  to  im¬ 
properly  disguise  poor  quality,  other  real  estate  ownod 
assets  of  the  bank  The  OCC  contended  that  the  law 


firm  and  the  lawyers  were  participating  in  the  conduct 
of  the  affairs  of  the  bank  and,  thus,  were  under  the 
OCC’s  jurisdiction.  The  law  firm  and  the  lawyers  neither 
admitted  nor  denied  the  OCC’s  allegations. 

The  OCC  reached  a  $40,000  CMP  settlement  with 
Glenn  Solsrud,  the  principal  shareholder  of  First  Nation¬ 
al  Bank  of  Crosby,  Crosby,  Minnesota.  The  settlement 
was  reached  before  filing  of  a  notice  of  charges.  The 
OCC  was  prepared  to  allege  that  Solsrud  assigned  a 
judgment  to  the  bank  as  a  capital  contribution.  The 
judgment  was  won  by  a  company  controlled  by 
Solsrud.  The  judgment  debtor  continued  to  make  pay¬ 
ments  to  Solsrud's  company,  but  the  funds  were  not 
advanced  to  the  bank.  As  a  result,  the  bank  charged 
off  the  judgment.  After  these  events  were  discovered 
by  national  bank  examiners,  Solsrud  made  full  restitu¬ 
tion  to  the  bank,  with  interest. 

On  June  9,  1 993,  the  Comptroller  ordered  the  dismissal 
of  the  OCC’s  civil  money  penalty  action  against  John  R. 
Givens,  former  president  and  director  of  U.S.  National 
Bank  of  Clayton,  St.  Louis,  Missouri.  The  Comptroller 
did  not  rule  on  the  merits  of  the  case  and  took  this 
discretionary  action  because  of  the  death  of  the 
respondent. 

On  January  27,  1 993,  the  OCC  issued  a  prompt  correc¬ 
tive  action  directive  against  the  American  National 
Bank,  Gonzales,  Texas,  pursuant  to  12  U.S.C.  1831o. 
The  directive  required  an  increase  and  maintenance  of 
capital  levels,  employment  of  a  qualified  senior  lending 
officer,  and  prudent  administration  of  affiliate  relation¬ 
ships.  The  Federal  Deposit  Insurance  Corporation  Im¬ 
provement  Act  (FDICIA)  gave  the  federal  financial 
regulatory  agencies  the  authority  to  issue  prompt  cor¬ 
rective  action  directives.  This  case  represented  the 
OCC’s  first  use  of  this  authority. 

The  OCC  issued  a  prompt  corrective  action  directive  to 
Farmers  and  Merchants  National  Bank  of  Hamilton, 
Hamilton,  Virginia,  on  March  24,  1993.  The  directive 
was  issued  because  the  bank  was  categorized  as 
significantly  undercapitalized.  Under  Section  131  of 
FDICIA,  the  OCC  is  required  to  take  certain  actions 
against  banks  that  fall  in  the  significantly  undercapital¬ 
ized  category.  These  actions  include  (1)  requiring  the 


bank  to  raise  capital  and  (2)  restricting  the  bank's 
transactions  with  affiliates.  The  directive  also  focused 
on  the  following  areas:  including  articles  on  protection 
of  interest  in  its  criticized  assets  in  the  bank's  loan 
portfolio,  management  information  systems,  loan 
review,  loan  administration,  improving  the  bank's  loan 
policy,  allowance  for  loan  and  lease  losses,  other  real 
estate  earned,  and  earnings. 

On  April  30,  1993,  the  OCC  placed  American  Com¬ 
merce  National  Bank,  Anaheim,  California  into  receiver¬ 
ship.  The  receivership  became  necessary  as  a  result 
of  alleged  abuses  by  directors  and  management  of  the 
bank.  Instances  of  abuse  included  continually  conceal¬ 
ing  information  about  the  bank's  affairs  from  the  OCC, 
violating  laws  and  regulations,  engaging  in  numerous, 
egregious  insider  abuses  and  other  unsafe  and  un¬ 
sound  practices  that  resulted  in  a  substantiai  dissipa¬ 
tion  of  the  bank’s  assets  and  earnings.  These  practices 
weakened  the  bank’s  condition  and  seriously 
prejudiced  the  interests  of  its  depositors. 

On  August  12,  1993,  the  OCC  issued  a  prompt  correc¬ 
tive  action  directive  on  Mechanics  National  Bank, 
Paramount,  California.  The  directive  required,  among 
other  things,  the  immediate  dismissal  of  two  senior 
executive  officers  and  the  immediate  cessation  of  all 
transactions  with  an  independent  contractor. 

The  OCC  entered  into  settlement  agreements  totaling 
over  $1.5  million  in  civil  money  penalties  and  $3.9 
million  in  restitution  with  12  of  13  individuals  involved  in 
four  national  banks  in  Connecticut  that  were  part  of  the 
Penta  Group.  The  Penta  Group  consisted  of  five  loosely 
affiliated  depository  institutions  organized  by  Richard 
D.  Barbieri,  Sr.,  president  and  chief  executive  officer  of 
Security  Savings  and  Loan  Association,  the  oldest  and 
largest  institution  in  the  group.  The  national  banks  in  the 
Penta  Group  were:  Enfield  National  Bank,  Enfield,  Con¬ 
necticut;  Liberty  National  Bank,  Danbury,  Connecticut; 
Summit  National  Bank,  Torrington,  Connecticut;  and, 
Harbor  National  Bank  of  Connecticut,  Branford,  Con¬ 
necticut.  The  OCC’s  actions  were  based  upon  alleged 
violations  of  law,  unsafe  or  unsound  practices,  and 
breaches  of  fiduciary  duty  resulting  from  a  series  of 
crisscrossing  loans  made  from  the  Penta  Group  institu¬ 
tions  to  various  Penta  Group  insiders. 
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Recent  Corporate  Decisions 


On  April  9,  1993,  the  OCC  conditionally  approved  a 
notice  filed  by  NationsBank  of  North  Carolina,  N.A., 
Charlotte,  North  Carolina,  to  establish  an  operating 
subsidiary  to  participate  in  a  joint  venture  partnership 
with  a  subsidiary  of  Dean  Witter  Financial  Services 
Group.  The  joint  venture  will  market  a  full  range  of 
investment  products,  including  securities  and  an¬ 
nuities,  in  NationsBank  branches.  This  venture  is  the 
first  time  that  a  large  bank  has  joined  forces  with  a  major 
brokerage  firm  to  offer  investment  products  to  cus¬ 
tomers  on  a  retail  basis.  In  its  conditional  approval,  the 
OCC  required  that  the  bank  address  certain  super¬ 
visory  concerns  and  make  extensive  disclosures  to 
ensure  that  customers  are  adequately  informed  of  the 
uninsured  status  of  the  investment  products. 

On  April  14,  1993,  the  OCC  denied  a  change  in  bank 
control  notice  filed  by  a  group  of  individuals  seeking  to 
acquire  a  5-rated  national  bank.  The  group  did  not  have 
the  necessary  banking  experience  to  return  this 
severely  troubled  institution  to  sound  financial  condi¬ 
tion,  nor  did  they  propose  new  management  to  be 
promptly  brought  in  to  operate  the  bank  on  their  behalf. 
The  OCC  concluded  that  it  would  not  be  in  the  best 
interests  of  depositors,  the  public,  or  the  Bank  in¬ 
surance  Fund  to  approve  the  notice.  The  bank  was 
closed  in  mid -April  1993. 

On  April  21 , 1 993,  the  OCC  approved  a  branch  applica¬ 
tion  filed  by  FirstBank  of  Villa  Italia,  N.A.,  Lakewood, 
Colorado,  to  establish  a  branch  with  the  understanding 
that  its  right  to  establish  the  branch  would  be  sold  to  an 
affiliated  national  bank,  which  also  filed  a  branch  ap¬ 
plication.  Colorado  branch  banking  law  was  recently 
amended  to  allow  one  de  novo  branch  to  be  estab¬ 
lished  per  bank  before  1997.  However,  there  is  no  limit 
on  the  number  of  branches  that  a  bank  can  establish 
through  purchase  or  merger.  The  Colorado  State  Su¬ 
perintendent  of  Banks  informed  the  holding  company 
that  the  sale  of  an  approved  but  unopened  branch  is 
acceptable  under  state  law  and  that  the  branch  will  not 
be  considered  a  de  novo  branch  of  the  acquiring  bank. 
The  OCC  approved  the  branch  applications  after  con¬ 
cluding  that  there  were  no  supervisory  or  legal  con¬ 
cerns  and  that  each  bank's  performance  under  the 
Community  Reinvestment  Act  was  satisfactory. 


This  section  summarizes  selected  corporate  decisions  completed 
during  the  second  quarter  of  1993  The  cases  are  noteworthy  be¬ 
cause  they  represent  issues  of  importance  or  unusual  methods  of 
accomplishing  a  particular  expansion  activity  Copies  of  the  public 
sections  of  the  applications  may  be  obtained  from  the  Communica¬ 
tions  Division  of  the  OCC  in  Washington,  D  C 


On  April  23,  1993,  the  OCC  disapproved  a  request  for 
a  waiver  of  the  publication  requirement  for  a  notice  of 
change  in  bank  control  for  a  5-rated  national  bank.  The 
proposed  owners  failed  to  demonstrate  that  publication 
of  the  notice  would  seriously  threaten  the  safety  and 
soundness  of  the  bank. 

On  May  6, 1 993,  the  OCC  approved  a  notice  by  Stillman 
Valley  National  Bank,  Stillman  Valley,  Illinois,  to  estab¬ 
lish  an  operating  subsidiary  for  the  purpose  of  conduct¬ 
ing  lending  activities.  The  bank  filed  the  notice  to  take 
advantage  of  a  provision  in  Illinois  state  law  that  allows 
state  banks  to  operate  subsidiaries  that  engage  in  the 
business  of  granting  loans  and  the  disbursement  of 
loan  proceeds  without  geographic  restrictions.  Be¬ 
cause  the  OCC  considers  lending  to  be  a  core  banking 
function,  the  bank  also  filed  and  received  approval  on 
a  required  branch  application.  The  approval  noted  that 
the  bank  must  obtain  the  prior  approval  of  the  OCC 
before  it  expands  the  activities  of  the  operating  sub¬ 
sidiary  beyond  lending.  Since  the  State  Banking  Com¬ 
missioner  had  threatened  to  sue  the  OCC  if  it  approved 
a  branch  at  the  site  of  the  operating  subsidiary,  the  OCC 
noted  in  its  decision  document  that  it  had  found,  in  its 
previous  approval  of  the  First  of  America  Bank-McLean 
County  proposal,  that  national  banks  may  branch  to  the 
same  extent  as  state-chartered  thrifts  in  Illinois,  which 
are  allowed  to  branch  statewide.  The  threat  of  suit  on 
this  proposal  became  moot  when  the  State  established 
statewide  branching  on  June  7,  1993. 

On  May  24,  1 993,  the  OCC  approved  an  application  for 
First  American  Bank,  National  Association,  Washing¬ 
ton,  D.C.,  to  merge  with  and  into  Dominion  Bank  of 
Washington,  National  Association,  an  indirect  sub¬ 
sidiary  of  First  Union  Corporation,  Charlotte,  North 
Carolina.  This  represented  the  final  phase  in  the  resolu¬ 
tion  of  the  First  American-BCCI  scandal  and  was  one 
of  the  several  applications  filed  by  First  Union  Corpora¬ 
tion  in  connection  with  its  acquisition  of  the  remaining 
subsidiaries  of  First  American  Bankshares,  Inc.  The 
court  had  ordered  the  sale  of  the  First  American  Banks 
by  June  23,  1993,  and  the  sale  was  consummated  on 
that  date. 

On  May  26,  1993,  the  OCC  denied  a  change  in  bank 
control  notice  filed  by  a  group  of  individuals  to  acquire 
a  5-rated  national  bank.  The  denial  was  based  upon  the 
acquiring  group's  lack  of  banking  experience,  as  ex¬ 
hibited  by  a  business  plan  that  would  not  be  viable  for 
this  severely  troubled  bank,  and  inadequate  documen¬ 
tation  by  some  of  the  acquirers  to  support  their  financial 


capacity  to  purchase  the  stock  or  secure  financing.  The 
OCC  concluded  that  it  would  not  be  in  the  best  interest 
of  depositors,  the  public,  or  the  Bank  Insurance  Fund 
to  approve  the  notice. 

On  June  10,  1993,  the  OCC  conditionally  approved  a 
proposal  by  Colonial  National  Bank,  USA,  Claymont, 
Delaware,  to  issue  subordinated  debt  for  inclusion  in 
Tier  2  capital.  The  OCC  conditioned  its  approval  upon 
the  elimination  of  several  restrictive  covenants.  The 
covenants  covered  minimum  capital  ratios,  issuance  of 
new  debt,  affiliate  transactions,  dividend  payments, 
and  new  lines  of  business.  The  OCC  believed  that  such 
covenants  could  impair  a  bank’s  flexibility  to  raise  ad¬ 
ditional  capital;  pose  undue  interference  with  manage¬ 
ment’s  ability  to  operate  the  bank  in  a  safe  and  sound 
manner;  and  otherwise  restrict  the  bank  from  engaging 
in  permissible  activities. 

On  June  10,  1993,  the  OCC  approved  a  request  by 
Central  Bank,  National  Association,  Denver,  Colorado, 
to  relocate  nine  branches  to  ATM  sites.  As  a  result  of 
the  bank's  merger  with  an  affiliate,  several  branches  of 
the  resulting  bank  were  in  close  proximity  to  one 
another.  If  the  redundant  branches  were  closed,  the 
bank  would  not  be  able  to  reestablish  the  branches  until 
unlimited  branching  becomes  effective  in  Colorado  in 
1 997.  Thus,  the  bank  would  preserve  its  current  number 
of  branch  approvals  through  this  proposal.  At  some 
future  date,  the  bank  proposes  to  relocate  the  nine 
branches  to  different  sites. 

On  June  24,  1993,  the  OCC  granted  conditional  ap¬ 
proval  to  a  proposal  by  Continental  National  Bank  of 
Miami,  Miami,  Florida  to  convert  mandatory  convertible 
subordinated  debt  into  perpetual  preferred  stock  for 
inclusion  in  Tier  1  capital.  The  bank,  which  is  51  percent 
owned  by  a  holding  company,  will  pay  the  dividends  on 
the  preferred  stock  in  either  cash  or  common  stock. 
Before  the  transaction  can  be  consummated,  the  bank 
must  meet  certain  conditions  imposed  to  protect  the 
interests  of  the  minority  shareholders,  including  estab¬ 
lishment  of  an  acceptable  method  for  valuing  the  com¬ 
mon  stock  dividend,  and  to  address  supervisory 
concerns  The  OCC  adopted  a  policy  for  this  and  any 
future  related  transactions  that  whenever  a  preferred 
stock  dividend  is  paid  in  the  form  of  common  stock,  the 
book  value  of  the  common  stock,  at  the  time  the  pre¬ 
ferred  stock  is  issued,  is  to  be  used  as  the  minimum 
value  in  calculating  the  number  of  shares  to  be  issued 
in  connection  with  the  preferred  stock  dividend. 

On  June  24,  1993,  the  OCC  approved  an  application 
filed  by  Cunwest  Bank  of  Albuquerque,  Albuquerque, 
Now  Mexico,  to  establish  a  mobile  branch  This 
sal  differs  from  a  previously-approved  proposal  in 
>  in  that  the  branching  services  will  be 


provided  from  within  each  site,  rather  than  from  a 
mobile  unit.  The  branch  will  service  senior  citizens  who 
find  it  difficult  leaving  the  building  to  reach  the  mobile 
unit. 

On  June  24,  1993,  the  OCC  conditionally  approved  a 
notice  by  Seattle-First  National  Bank,  Seattle, 
Washington,  to  expand  the  activities  of  the  bank’s 
operating  subsidiary  to  include  brokering  annuity  con¬ 
tracts  and  conducting  bank-eligible  insurance  ac¬ 
tivities.  The  approval  is  subject  to  the  following 
standard  conditions;  (1)  the  bank  must  disclose  to 
customers  that  the  annuities  are  not  products  of  the 
bankand  are  not  FDIC  insured;  (2)  the  bankmust obtain 
from  customers  written  statements  that  they  under¬ 
stand  condition  #1 ;  (3)  the  bank  must  comply  with  state 
laws,  and  (4)  the  subsidiary  must  register  as  a 
broker/dealer.  The  OCC  also  notified  the  bank  in  its 
decision  letter  that  it  is  currently  finalizing  general 
guidance  to  all  national  banks  for  developing  programs 
and  procedures  for  the  sale  of  non-deposit  investments. 

On  June  29,  1993,  the  OCC  conditionally  approved  a 
new  bank  charter  application  for  Federated  National 
Bank,  Deerfield,  Ohio,  to  operate  as  a  credit  card  bank 
under  the  Competitive  Equality  Banking  Act  of  1987 
(CEBA).  The  bank  originally  requested  to  operate  as  an 
uninsured  bank,  but  it  subsequently  amended  the 
proposal  and  received  approval  from  the  FDIC  for 
deposit  insurance.  The  OCC  conditioned  the  approval 
upon  the  bank  maintaining  its  status  as  an  "insured 
depository  institution"  and  notifying  the  OCC  of  any 
action  initiated  to  terminate  the  bank’s  status  as  an 
insured  depository  institution.  The  bank  must  obtain 
prior  approval  from  the  OCC  before  operating  as  an 
uninsured  national  bank. 

Decisions  Related  to  the  Community 
Reinvestment  Act 

On  April  29,  1993,  the  OCC  granted  conditional  ap¬ 
proval  to  an  application  filed  by  Barclays  Bank,  National 
Association,  New  York,  New  York,  to  relocate  its  head 
office.  The  OCC  conditioned  the  approval  upon  the 
bank  first  submitting  a  revised  CRA  statement  to  reflect 
the  bank's  new  business  strategy  given  its  recent  bulk 
sale  of  assets  and  liabilities  to  another  bank.  Bank 
management  had  requested  an  exemption  from  the 
requirements  of  CRA,  reporting  that  it  was  no  longer 
involved  in  lending  activities.  The  OCC  discovered, 
however,  that  the  bank  was  still  engaged  in  certain 
lending  activities,  and,  accordingly,  denied  the  exemp¬ 
tion  request. 

On  May  5,  1 993,  the  OCC  approved  an  application  filed 
by  The  Redwood  National  Bank,  Alexandria  Bay,  New 
York,  to  establish  a  now  branch  in  LaFargoville,  Now 


York.  While  the  bank  had  received  a  less  than  satisfac¬ 
tory  performance  rating  under  the  Community  Rein¬ 
vestment  Act  (CRA)  during  a  recent  OCC  examination, 
the  small  community  to  be  served  by  the  proposed 
branch  had  no  local  banking  facility.  The  community 
showed  overwhelming  support  for  the  proposal  through 
a  petition  submitted  to  the  OCC.  The  OCC  granted  an 
unconditional  approval  because  the  proposed  branch 
would  clearly  benefit  the  public,  the  bank  had  named 
a  new  management  team,  including  a  CRA  compliance 
officer,  and  the  OCC  had  noted  recent  improvements 
in  the  bank’s  CRA  performance. 

On  May  12,  1993,  the  OCC  granted  conditional  ap¬ 
proval  to  an  application  filed  by  The  United  States 
National  Bank  of  Galveston,  Galveston,  Texas,  to  estab¬ 
lish  a  CBCT  branch.  The  approval  was  conditional 
because  the  bank  had  demonstrated  a  less  than  satis¬ 
factory  performance  under  the  Community  Reinvest¬ 
ment  Act  (CRA)  during  a  recent  OCC  examination.  The 
bank’s  less  than  satisfactory  performance  was  found  in 
its  ascertainment  of  community  credit  needs  and  its 
marketing  and  types  of  credit  offered  and  extended. 
Before  the  CBCT  branch  can  be  opened,  the  bank  must 
achieve  a  satisfactory  level  of  performance  under  the 
CRA. 

On  May  14,  1993,  the  OCC  granted  conditional  ap¬ 
proval  to  the  request  by  BankAmerica  National  Trust 
Company,  New  York,  New  York,  to  expand  its  articles 
of  association  to  include  commercial  lending.  Such  a 
change  is  permissible  since  the  State  of  New  York  now 
has  a  reciprocal  banking  law  with  the  State  of  California, 
the  home  state  of  BankAmerica  Corporation’s  lead 


bank,  Bank  of  America  National  Trust  and  Savings 
Association.  The  approval  was  conditioned  upon  the 
bank  first  submitting  a  satisfactory  CRA  statement  and 
notice  and  resolving  several  other  supervisory  matters 

On  June  1 , 1 993,  the  OCC  granted  conditional  approval 
to  an  application  filed  by  Bank  One,  Cleveland,  Nation¬ 
al  Association,  Cleveland,  Ohio,  to  relocate  a  branch 
within  Chardon,  Ohio.  The  OCC  granted  a  conditional 
approval  because  the  bank  had  demonstrated  less 
than  satisfactory  performance  under  the  Community 
Reinvestment  Act  (CRA)  during  a  recent  OCC  examina¬ 
tion  of  the  bank.  Improvement  was  needed  in  its  market¬ 
ing,  types  of  credit  offered  and  extended,  geographic 
distribution,  and  record  of  opening  and  closing 
branches.  Before  the  branch  relocation  can  be  con¬ 
summated,  the  bank  must  submit  a  plan  to  the  OCC 
demonstrating  how  corrective  action  will  be  achieved, 
implement  a  self-assessment  program  for  CRA,  and 
achieve  acceptable  progress  in  its  actual  level  of  CRA 
performance. 

On  June  24,  1993,  the  OCC  granted  conditional  ap¬ 
proval  to  an  application  filed  by  the  First  National  Bank 
of  Anchorage,  Anchorage,  Alaska,  to  establish  a  night 
depository.  The  OCC  granted  a  conditional  approval 
because  the  bank  had  demonstrated  less  than  satis¬ 
factory  performance  under  the  Community  Reinvest¬ 
ment  Act  (CRA)  during  a  recent  OCC  examination. 
Although  this  proposal  was  only  for  a  night  depository, 
the  OCC  found  no  reason  to  deviate  from  its  current 
policy  of  requiring  demonstrated  performance  before 
allowing  a  bank  with  less  than  satisfactory  CRA  perfor¬ 
mance  to  expand  its  banking  services. 
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Litigation  Update 


During  the  first  two  quarters  of  1 993,  the  courts  handed 
down  a  number  of  significant  judicial  decisions  involv¬ 
ing  the  OCC.  These  decisions  concerned  insurance 
activities  and  corporate  organization  and  structure. 

Insurance  Activities 

Selling  Insurance  from  Towns  of  under  5,000.  On  June 
7,  1993,  the  United  States  Supreme  Court,  in  Inde¬ 
pendent  Insurance  Agents  of  America  v.  U.S.  National 
Bank  and  Ludwig  (955  F2d  731  (D.C.  Cir.  1992)), 
reversing  the  U.S.  Court  of  Appeals  for  the  District  of 
Columbia  Circuit,  held  unanimously  that  12  U.S.C.  92 
continues  to  exist.  Section  92  authorizes  any  national 
bank  located  in  a  town  of  fewer  that  5,000  inhabitants 
to  sell  insurance  generally  as  an  agent.  In  holding  that 
section  92  still  exists,  the  Supreme  Court  resolved  a 
conflict  between  the  D.C.  Circuit,  which  held  that  sec¬ 
tion  92  was  part  of  Revised  Statutes,  Section  5202,  and 
was  repealed  in  1918,  and  the  Second  Circuit  in 
American  Land  Title  Association  v.  Chase  Manhattan 
Bank  and  Clarke  (968  F.2d  150  (2d  Cir.  1992)),  which 
held  that  section  92  was  enacted  as  an  amendment  to 
section  1 3  of  the  Federal  Reserve  Act  of  1 91 3  and  was 
not  repealed  in  1918.  The  case  was  remanded  to  the 
D.C.  Circuit  for  a  decision  on  the  scope  of  insurance 
agency  activities  that  section  92  actually  authorizes.  On 
July  16,  the  D  C.  Circuit  panel,  on  remand  from  the 
Supreme  Court,  held  unanimously  that  the  Comp¬ 
troller's  interpretation  of  12  U.S.C.  92,  as  imposing  no 
geographic  restriction  on  a  national  bank's  general 
insurance  agency  activities  from  a  town  of  under  5,000 
in  population,  is  permissible. 

Title  Insurance.  On  June  14,  1993,  the  Supreme  Court 
denied  review  of  the  Second  Circuit's  decision  in 
American  Land  Title  Association  v.  Chase  Manhattan 
Bank  and  Ludwig  that  section  92  prohibits  national 
banks  from  selling  title  insurance  from  towns  of  over 
5,000  in  population.  The  Second  Circuit  held  that  sec¬ 
tion  92  prohibits  by  implication  any  insurance  activity 
by  national  banks  not  expressly  authorized  by  section 
92,  including  selling  title  insurance  from  towns  of  over 
5,000  in  population.  The  case  is  now  back  before  the 
district  court,  which  will  decide  on  the  contents  of  the 
order  against  Chase  Manhattan  Bank  and  the  OCC. 


Other  Pending  Section  92  Litigation.  The  OCC  is  await¬ 
ing  a  decision  from  the  U.S.  Court  of  Appeals  for  the 
Fifth  Circuit,  in  Variable  Annuity  Life  Insurance  Com¬ 
pany  v.  Clarke  (No.  92-2010),  on  whether  national 
banks  have  the  authority  to  sell  both  variable  and  fixed 
rate  annuities.  In  1991,  the  district  court  held  that:  (1)  it 
was  reasonable  for  the  Comptroller  to  conclude  that 
annuities  were  not  insurance  products,  but  rather  finan¬ 
cial  investment  instruments  that  national  banks  could 
broker  under  the  incidental  powers  clause  in  12 
U.S.C.  24  (seventh);  and  (2)  section  92  was  not  a 
limitation  on  the  "incidental"  powers  of  national  banks 
in  larger  cities.  Another  case,  National  Bank  v.  Moore 
(Nos.  92-6220  and  93-6331),  is  pending  in  the  Sixth 
Circuit.  Briefs  are  to  be  filed  during  the  fourth  quarter 
of  1 993.  The  district  court  in  Owensboro  held  that  state 
law  cannot  bar  a  national  bank  from  exercising  its 
section  92  insurance  powers. 

Corporate  Organization  and  Structure 

Cash-Out  Mergers.  On  July  7,  1993,  in  Nodak  Bancor- 
poration  v.  Clarke ,  the  U.S.  Court  of  Appeals  for  the 
Eighth  Circuit,  in  a  2-1  decision,  reversed  the  district 
court  and  held  that  12  U.S.C.  215a  did  not  prohibit  the 
OCC  from  approving  a  cash-out  merger.  A  cash-out 
merger  is  a  merger  in  which  the  minority  shareholders 
of  an  acquired  bank  are  forced  to  accept  cash  in 
exchange  for  their  shares,  whereas  majority  share¬ 
holders  have  the  option  of  accepting  shares  of  the 
resulting  bank.  The  Eleventh  Circuit  in  Lewis  v.  Clarke 
(91 1  F.2d  1558  (1 1th  Cir.  1990))  reached  the  opposite 
result,  so  there  is  now  a  split  in  the  circuits. 

Main  Office  Relocation.  On  June  4,  1993,  in  State  of 
Idaho  v.  Ludwig  and  Board  of  Governors  of  the  Federal 
Reserve  System,  the  U.S.  Court  of  Appeals  for  the  Ninth 
Circuit,  affirming  the  district  court  below,  held  that  the 
OCC  had  authority  under  12  U.S.C.  30  to  approve  a 
main  office  relocation  across  state  lines  by  a  national 
bank  subsidiary  of  a  bank  holding  company.  The 
proposed  relocation  was  from  Spokane,  Washington  to 
Coeur  D'Alene,  Idaho,  less  than  30  miles  away.  On  June 
17,  the  State  of  Idaho  filed  with  the  Ninth  Circuit  a 
petition  for  rehearing. 
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Mr.  Chairman  and  members  of  the  Committee,  I  ap¬ 
preciate  this  opportunity  to  discuss  credit  availability 
for  small  businesses  and  the  steps  that  President  Clin¬ 
ton  and  the  Office  of  the  Comptroller  of  the  Currency 
(OCC)  are  taking  to  encourage  bank  lending.  Small 
businesses  rely  heavily  on  commercial  banks  as  a 
source  of  funds  for  operating  capital  and  expansion.  As 
the  supervisor  of  national  banks,  the  OCC  is  committed 
to  expanding  the  flow  of  credit  while  maintaining  a  safe 
and  sound  banking  system. 

To  that  end,  we,  along  with  the  other  federal  financial 
regulators,  are  implementing  the  President’s  program 
of  regulatory  changes  to  improve  credit  availability  for 
small-  and  medium-sized  businesses,  farms,  and  low- 
income  and  minority  borrowers  and  communities.  The 
program  addresses  concerns  that  regulatory  practices 
may  be  contributing  to  an  environment  in  which 
bankers  are  discouraged  from  making  sound  loans.  It 
is  designed  to  ensure  that,  as  the  economy  improves 
and  loan  demand  expands,  banks  are  able  to  take  full 
advantage  of  increased  loan  opportunities  without  un¬ 
necessary  regulatory  impediments. 

We  have  already  begun  to  implement  several  parts  of  the 
program,  and  we  plan  to  complete  the  remaining  changes 
within  the  next  few  months.  On  March  30,  the  agencies 
put  into  effect  the  first  element  of  the  President's  program: 
a  new  policy  to  reduce  documentation  requirements  for 
loans  to  small-  and  medium-sized  businesses  and  farms. 
The  OCC  is  preparing  specific  guidance  for  examiners 
regarding  those  changes.  We  are  also  simplifying  and 
clarifying  the  regulations  governing  national  bank  treat¬ 
ment  of  foreclosed  real  estate  (other  real  estate  owned, 
or  OREO),  and  expanding  the  options  that  national  banks 
may  use  to  dispose  of  OREO.  We  are  also  reducing 
appraisal  requirements  for  small-business  loans  secured 
by  real  estate. 

The  first  part  of  my  statement  discusses  the  problems  of 
small  businesses  in  obtaining  bank  loans.  The  second 
section  describes  the  President's  program  to  increase 
credit  availability.  The  third  section  discusses  the  recent 
shift  in  bank  portfolios  from  loans  to  securities,  and  the 
factors  that  have  contributed  to  that  shift. 

I.  Credit  Availability  for  Small  Businesses 

After  rising  throughout  the  1980s,  total  lending  by  na¬ 
tional  banks  has  fallen  by  $85  billion,  or  6.7  percent, 
during  the  past  two  years.  Two  categories  of  loans  have 


accounted  for  most  of  the  decline:  commercial  and 
industrial  loans,  and  real  estate  construction  loans.  The 
decline  has  been  most  pronounced  in  those  regions  of 
the  country  that  are  recovering  most  slowly  from  the 
recession,  but  it  has  been  felt  in  all  parts  of  the  country. 

Some  of  the  decline  in  loan  volume  is  due  to  weak  loan 
demand  and  structural  changes  in  the  banking  in¬ 
dustry,  which  I  will  discuss  later  in  this  statement. 
However,  some  of  the  decline  undoubtedly  reflects 
tighter  lending  standards.  Bank  managers  and  their 
supervisors  have  increased  their  emphasis  on  detailed 
financial  data  in  assessing  the  creditworthiness  of  bor¬ 
rowers  and  the  adequacy  of  loan  collateral.  This  was  a 
natural  response  to  the  credit  underwriting  excesses  of 
the  1980s,  but  it  has  made  banks  more  cautious  about 
making  loans.  There  has  also  been  a  decline  in  the 
availability  of  credit  from  troubled  banks  that  are  seek¬ 
ing  to  work  out  bad  loans  and  rebuild  capital. 

Although  federal  banking  agencies  do  not  collect  data 
on  loans  by  size  of  borrower,  we  believe  that  small 
businesses  have  experienced  greater  problems  with 
credit  availability  than  have  larger  borrowers.  That  con¬ 
clusion  is  supported  by  the  limited  information  available 
from  industry  surveys.1  Unlike  large,  publicly  traded 
firms,  small  businesses  typically  do  not  have  audited 
financial  statements.  Their  income  streams  can  be  less 
predictable.  It  is  more  costly  for  them  to  supply  the 
financial  data  required  by  bank  managers  and  their 
supervisors.  Small  businesses  are  also  less  likely  than 
large  vertically  or  horizontally  integrated  firms  to  have 
many  assets  that  can  be  pledged  as  loan  collateral 
Finally,  small  loans  generate  smaller  profits  for  banks, 


' Although  some  of  the  following  surveys  were  based  on  limited 
samples  and  on  methodologies  that  are  not  fully  disclosed  they 
provide  some  support  for  anecdotal  evidence  that  small  businesses 
have  been  particularly  affected  by  problems  of  credit  availability. 

•  Sixty  percent  of  respondents  to  the  January  1993  Federal 
Reserve  Senior  Loan  Officer  Opinion  Survey  believed  that 
banking  legislation  and  regulation  had  a  disproportionate 
effect  on  lending  to  small  business 

•  A  December  1992  paper  published  by  the  National  Federa¬ 
tion  of  Independent  Business  found  a  concentration  of  credit 
availability  problems  in  larger  small  firms  (40+  employees) 
where  owners  borrow  relatively  large  amounts  frequently  as 
opposed  to  smaller  firms  (fewer  than  10  employees)  which 
demand  less  credit 

•  A  July  1992  study  by  Arthur  Anderson  and  National  Small 
Business  United  found  that  nearly  half  of  all  small  business 
owners  tried  to  get  bank  loans  in  the  past  year  and  nearly 
one  of  every  four  applicants  was  turned  down 
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in  dollar  terms,  with  which  to  support  the  increased  cost 
of  loan  administration. 

Small-  and  medium-sized  businesses  play  a  critical  role 
in  the  growth  of  the  economy,  contributing  dispropor¬ 
tionately  to  growth  in  jobs  and  productivity.  Unlike  large, 
publicly  traded  corporations,  which  have  other  sources 
of  financing,  such  as  the  market  for  commercial  paper, 
small  businesses  rely  heavily  on  bank  loans  to  obtain 
operating  capital  and  financing  for  expansion.  Bank 
loans  also  play  an  important  role  in  financing  small 
business  start-ups,  a  key  ingredient  in  the  revitalization 
of  economically  distressed  communities.  Even  prof¬ 
itable  small  businesses  with  excellent  credit  histories 
may  find  it  difficult  to  succeed  when  they  cannot  get 
credit  because  of  the  economic  and  regulatory  climate. 

II.  The  President’s  Program 

On  March  10,  President  Clinton  announced  a  program 
of  regulatory  and  administrative  changes  directed  at 
improving  the  flow  of  credit,  particularly  to  small-  and 
medium-sized  businesses  and  farms.  The  OCC,  the 
Federal  Deposit  Insurance  Corporation,  the  Board  of 
Governors  of  the  Federal  Reserve  System,  and  the 
Office  of  Thrift  Supervision  jointly  issued  a  policy  state¬ 
ment  that  describes  the  steps  we  will  take  to  implement 
the  program. 

The  President’s  program  includes  initiatives  in  five 
areas:  lending  to  small-  and  medium-sized  businesses 
and  farms,  real  estate  lending  and  appraisals,  appeals 
of  examination  decisions  and  complaint  handling,  ex¬ 
amination  processes  and  procedures,  and  paperwork 
and  regulatory  burden. 

Lending  to  Small-  and  Medium-Sized  Businesses 
On  March  30,  the  agencies  released  an  interagency 
policy  statement  to  eliminate  unnecessary  documenta¬ 
tion  requirements  for  loans  to  small-  and  medium-sized 
businesses  and  farms.  Under  the  new  guidelines,  well- 
managed  banks  that  are  well-  or  adequately-capital¬ 
ized  will  be  permitted  to  make  and  carry  a  basket  of 
loans  to  small-  and  medium-sized  businesses  and 
farms  with  only  minimal  documentation.  The  total  of 
such  loans  at  an  institution  will  be  limited  to  an  amount 
equal  to  20  percent  of  its  total  capital,  subject  to  a 
maximum  loan  size  of  $900,000  or  3  percent  of  the 
bank’s  total  capital,  whichever  is  less. 

Eligible  banks  will  be  encouraged  to  make  these  loans 
based  on  their  own  best  judgment  as  to  the  creditwor¬ 
thiness  of  the  borrower  and  the  necessary  documenta¬ 
tion  Examiners  will  evaluate  the  loans  solely  on  the 
basis  of  performance,  and  the  loans  will  be  exempt  from 
examiner  criticism  of  documentation  These  changes 
should  reduce  the  cost  to  banks  of  making  small-  and 


medium-sized  business  loans  and  should  also  reduce 
the  time  that  banks  need  to  respond  to  credit  applica¬ 
tions  from  small-  and  medium-sized  businesses. 

The  agencies  also  plan  to  clarify  the  examination  and 
rating  procedures  relating  to  the  Other  Assets  Especial¬ 
ly  Mentioned  category  of  loans  so  that  such  loans  are 
not  improperly  grouped  with  classified  loans. 

Appraisals  and  Real  Estate  Lending 

Because  small  businesses  often  have  few  tangible 
assets,  their  owners  frequently  secure  their  loans  with 
mortgages  on  their  places  of  business  or  their  homes, 
even  though  the  source  of  repayment  is  the  cash  flow 
from  the  business.  Under  current  regulations,  if  such  a 
loan  is  for  an  amount  greater  than  $100,000,  the  lender 
must  obtain  an  appraisal  from  a  licensed  or  certified 
appraiser  for  the  property  securing  the  loan.  This  re¬ 
quirement  may  make  such  loans  unprofitable  for  the 
lender  to  make. 

Accordingly,  as  the  President  announced  on  March  10, 
the  banking  regulators  are  considering  ways  to  reduce 
the  number  of  real  estate-related  transactions  that  re¬ 
quire  the  services  of  an  appraiser  and  simplify  the 
preparation  of  appraisals  for  federally  related  transac¬ 
tions.  The  agencies  believe  it  is  possible  to  reduce  the 
number  of  required  appraisals  without  increasing  risk 
We  intend  to  clarify  and  amend  existing  exceptions  to 
appraisal  requirements,  identify  additional  circumstan¬ 
ces  where  appraisals  are  not  required,  and  change 
existing  requirements  governing  appraisal  content  and 
appraiser  independence. 

The  OCC  is  also  preparing  to  publish  revisions  to  its 
other  real  estate  owned  (OREO)  regulation  (12  CFR 
7.3025)  that  will  reduce  appraisal  requirements  for  real 
estate  securing  small-  and  medium-sized  business 
loans.  The  changes  will:  (1)  increase  and  expand  the 
options  that  a  national  bank  may  use  to  dispose  of 
OREO,  (2)  eliminate  the  inconsistencies  in  current 
OREO  appraisal  requirements,  (3)  remove  conflicting 
OREO  accounting  guidance  from  the  current  regula¬ 
tion,  and  (4)  provide  other  miscellaneous  guidance. 

In  addition,  the  agencies  will  review  in-substance 
foreclosure  rules  and  reiterate  that  loans  secured  by 
real  estate  should  be  evaluated  based  on  the 
borrower's  ability  to  pay  over  time,  rather  than  on  liqui¬ 
dation  value. 

Appeals  and  Complaints 

Under  the  new  program,  each  agency  will  take  steps 
to  ensure  that  its  appeals  process  is  fair  and  effective 
In  particular,  each  agency  will  ensure  that  its  appeals 


process  provides  a  fair  and  speedy  review  of  examina¬ 
tion  complaints  and  that  there  is  no  retribution  against 
either  the  bank  or  the  examiner  as  the  result  of  an 
appeal.  At  the  same  time,  we  are  reviewing  the  proces¬ 
ses  we  use  to  handle  more  general  complaints  from  the 
public  and  from  banks,  to  improve  the  care  with  which 
we  review  complaints  and  the  timeliness  of  our  respon¬ 
ses.  We  are  creating  a  position  for  a  senior  official, 
reporting  directly  to  the  Comptroller,  whose  sole 
responsibility  will  be  to  oversee  the  appeals  process  at 
the  OCC. 

Examination  Process  and  Procedures 

The  President's  program  aims  to  minimize  costs  that  the 
examination  process  imposes  on  regulated  institutions. 
In  particular,  the  agencies  will  eliminate  duplication  in 
examinations  by  multiple  agencies,  unless  clearly  re¬ 
quired  by  law;  increase  coordination  of  examinations 
among  agencies  when  duplication  is  required;  and 
establish  procedures  to  centralize  and  streamline  ex¬ 
amination  in  multibank  organizations. 

Further  Efforts  and  Reducing  Burden 

The  agencies  will  work  to  develop  common  standards 
for  determining  when  delinquent  loans  that  have  been 
partially  charged  off  may  be  returned  to  accrual  status. 
The  agencies  will  continue  to  review  all  paperwork 
requirements  to  eliminate  duplication  and  review  all 
regulations  and  interpretations  to  minimize  burden 
while  maintaining  safety  and  soundness  standards. 

As  part  of  this  effort,  the  OCC  is  implementing  an 
outreach  program  to  facilitate  communication  between 
community  bankers  and  examiners  in  the  field.  Under 
the  program,  examiners  in  each  OCC  district  will  hold 
regular  meetings  with  small  groups  of  bankers  to  dis¬ 
cuss  issues  of  current  concern. 

In  addition,  the  agencies  plan  to  consider  carefully  the 
process  they  use  to  examine  compliance  with  the  Com¬ 
munity  Reinvestment  Act.  The  administration  wants  to 
improve  credit  availability  for  small  businesses  operat¬ 
ing  in  low-  and  moderate-income  neighborhoods. 

These  measures  are  part  of  the  administration's  broader 
effort  to  ensure  equal  credit  opportunity  for  all  Americans. 
Each  agency  will  improve  its  examination  procedures  to 
detect  illegal  lending  discrimination.  Examiners  will  use 
new  procedures,  starting  with  an  off-site  review  of  the 
banks'  application  records,  to  identify  anomalies  that  may 
indicate  possible  illegal  discrimination. 

As  we  carry  out  the  President's  programs  and  observe 
their  effects,  we  will  assess  the  extent  to  which 
problems  of  credit  availability  and  regulatory  burden 


stem  from  statutory  mandates.  We  do  not  have  recom¬ 
mendations  for  specific  statutory  changes  at  this  time 

III.  Trends  in  Bank  Lending  and  Investment  Securities 
Holdings 

As  loan  holdings  have  declined  over  the  past  two  years, 
national  banks  have  increased  their  holdings  of  invest¬ 
ment  securities  — particularly  short-  and  medium-term 
Treasury  securities  and  mortgage-backed  securities. 
Investment  securities  now  constitute  20  percent  of  na¬ 
tional  banks'  assets  —  more  than  their  total  holdings  of 
commercial  and  industrial  loans. 

Some  industry  observers,  noting  that  investment 
securities  holdings  have  risen  at  about  the  same  rate 
that  lending  has  fallen,  have  suggested  that  both  move¬ 
ments  have  been  the  result  of  changes  in  the  regulatory 
environment.  A  closer  look  at  the  data  reveals  that 
there  is  no  single  cause  for  the  shift  from  loans  to 
securities. 

Part  of  the  shift  can  be  explained  by  short-run  economic 
factors.  When  economic  growth  slows,  attractive  lend¬ 
ing  opportunities  shrink,  and  the  securities  markets 
provide  an  attractive  place  for  banks  to  invest.  As  the 
economy  recovers,  this  process  reverses  —  as  we  can 
observe  from  recent  reports  of  increased  loan  demand. 

But  part  of  the  decline  in  bank  lending  is  due  to  struc¬ 
tural  changes  in  financial  markets  that  have  reduced 
the  banking  industry’s  role  as  a  provider  of  short-term 
credit.  Although  the  volume  of  bank  lending  can  be 
expected  to  rebound  as  the  economic  recovery  con¬ 
tinues,  it  will  be  difficult  for  the  banking  industry  to 
recover  all  of  the  lending  business  that  it  has  lost  over 
a  longer  period  to  the  commercial  paper  market,  to 
finance  companies,  and  to  foreign  lenders. 

And  part  of  the  decline  is  undoubtedly  due  to  changes 
in  government  oversight  of  bank  lending.  Changes  in 
banking  laws  and  supervisory  practices,  motivated  in 
large  part  by  the  desire  to  reduce  the  risk  of  loss  to  the 
federal  deposit  insurance  system,  may  have  increased 
the  cost  of  lending  and  contributed  to  an  atmosphere 
in  which  bankers  —  often  for  good  reasons  —  are  more 
cautious  about  making  loans. 

As  you  know,  we  believe  the  President's  program  will  go 
a  long  way  toward  alleviating  this  part  of  the  problem. 

Economic  Factors 

Profitability  of  Loans  versus  Securities 

When  banks  evaluate  their  investment  decisions,  such 
as  whether  to  purchase  securities  or  make  loans,  they 
consider  the  relative  return  they  can  expect  to  receive 


27 


from  the  two  alternatives.  The  lower  operational  cost  of 
holding  securities,  coupled  with  the  high  loss  rates 
experienced  recently  on  commercial  loans  (which 
decrease  the  expected  return  to  bank  lending),  has 
made  buying  investment  securities  an  attractive  alter¬ 
native  to  making  loans  of  equal  maturity.  We  estimate 
that  during  most  of  1 992,  banks  could  expect  to  receive 
a  slightly  higher  risk-adjusted  return  on  equity  from  the 
purchase  of  one-year  Treasury  securities  than  from 
one-year  corporate  loans.  The  advantage  becomes 
much  more  pronounced  when  medium-term  Treasury 
securities  are  compared  with  short-term  commercial 
loans,  due  to  the  large  spreads  between  short-term  and 
medium-term  yields  in  recent  years. 

Banks'  Increased  Demand  for  Liquidity 

When  economic  activity  slows,  individual  depositors 
are  more  likely  to  withdraw  funds,  increasing  banks' 
need  for  liquidity.  In  addition,  payments  on  bank  loans 
are  often  interrupted  or  delayed,  and  secondary 
markets  for  bank  loans  tend  to  become  less  liquid. 
Banks  tend  to  respond  to  these  changes  by  increasing 
their  holdings  of  more  liquid  investment  securities. 

Not  all  of  the  increase  in  securities  holdings  represents 
a  shift  away  from  lending  to  the  private  sector.  More 
than  half  of  the  total  increase  in  national  banks' 
securities  holdings  consists  of  mortgage-backed 
securities,  which  are  securitized  home  mortgage  loans. 
National  bank  holdings  of  mortgage-backed  securities 
increased  by  $53  billion  over  the  past  two  years,  to  $178 
billion,  or  8.9  percent  of  bank  assets.  Investing  in 
mortgage-backed  securities  enables  banks  to  provide 
credit  indirectly  to  home  buyers  while  also  increasing 
balance  sheet  liquidity. 

Cyclically  Weak  Loan  Demand 

A  significant  portion  of  the  decrease  in  short-term  bank 
lending  stems  from  cyclically  weak  loan  demand. 
During  periods  of  slower  economic  growth,  fewer 
profitable  opportunities  for  business  start-ups  or  ex¬ 
pansion  are  available.  Firms  are  less  willing  to  invest  in 
capital  improvements  or  to  increase  their  invemories. 
Consequently,  the  demand  for  short-term  credit,  includ¬ 
ing  bank  credit,  declines.  Furthermore,  those  busi¬ 
nesses  that  do  seek  credit  have  less  financial  capacity 
to  service  their  loans  (because  sales  volumes  are 
down)  than  they  would  during  periods  of  full  employ¬ 
ment  Thus,  during  a  recession,  banks  tend  to  receive 
fewer  loan  applications,  and  potential  loan  applicants 
tend  to  be,  on  average,  less  creditworthy. 

7/e  expect  bank  lending  will  increase  as  the  economy 
.  to  expand  and  as  individual  real  estate 
markets  continue  to  recover  The  improvement  in  lend¬ 


ing  statistics  for  the  fourth  quarter  of  1992  may  already 
reflect  improved  economic  conditions. 

Structural  Changes 

The  demand  for  bank  loans  —  and  for  commercial  and 
industrial  loans  in  particular  —  has  also  declined  as  the 
result  of  long-term  structural  changes  in  the  banking 
industry.  In  1952,  commercial  banks  issued  89  percent 
of  all  short-term  debt;  today,  their  share  is  only  58 
percent. 

Part  of  that  decline  reflects  the  substitution  of  commer¬ 
cial  paper  for  bank  loans.  The  percentage  of  short-term 
debt  financed  by  commercial  paper  has  increased  from 
1 .4  percent  to  1 1 .7  percent  since  1952.  Large  corpora¬ 
tions  that  have  excellent  credit  ratings  can  raise  funds 
more  cheaply  through  the  commercial  paper  market 
than  by  borrowing  from  banks,  many  of  which  have 
lower  credit  ratings.  Consequently,  it  is  unlikely  that  the 
loan  departments  of  commercial  banks  will  be  able  to 
regain  all  of  the  business  they  have  lost  to  the  commer¬ 
cial  paper  market. 

U.S.  banks  have  also  lost  business  to  foreign  lenders 
and  finance  companies.  Foreign  lenders,  who  had  vir¬ 
tually  no  share  of  the  U.S.  market  in  1952,  now  provide 
8.3  percent  of  short-term  credit  in  the  United  States 
(although  they  appear  to  have  been  pulling  back  in  the 
last  year  or  so).  This  trend  reflects  the  internationaliza¬ 
tion  of  credit  markets  and  is  unlikely  to  be  entirely 
reversed. 

Finance  companies  have  increased  their  share  of  short¬ 
term  credit  from  5.8  percent  to  1 6.5  percent  since  1 952. 
The  reasons  for  this  shift,  and  whether  banks  can 
recover  the  business  they  have  lost  to  finance  com¬ 
panies,  are  less  clear. 

I  believe  that  these  trends  are  part  of  a  broad  change 
in  the  credit  culture  of  commercial  banks.  Banks  are 
under  more  and  more  pressure  to  improve  their  finan¬ 
cial  performance,  in  order  to  compete  for  the  business 
of  increasingly  price-sensitive  customers  and  inves¬ 
tors,  and  to  maintain  their  place  in  a  rapidly  consolidat¬ 
ing  banking  industry.  They  also  face  increased 
competition  from  foreign  banks  and  from  nonbank 
providers  of  financial  services.  Banks  are  therefore 
placing  greater  emphasis  on  asset  yields  and  fee  in¬ 
come. 

Bank  Supervision 

The  recent  recession,  and  the  overbuilding  of  commer¬ 
cial  real  estate  markets  in  many  parts  of  the  country, 
have  impaired  the  quality  of  many  banks'  loan  port¬ 
folios  In  response,  bank  examiners  have  increased 


their  criticism  of  loans  and  required  banks  to  make 
larger  additions  to  their  loan  loss  reserves  in  order  to 
reflect  reduced  credit  quality.  To  try  to  make  certain  that 
bank  examiners  do  not  overreact  to  past  problems,  we 
are  making  every  effort  to  communicate  to  banks  that 
we  do  not  want  to  discourage  them  from  making  good 
loans  to  creditworthy  borrowers. 

Conclusion 

Bank  supervision  is  not  the  only,  and  probably  not  even 
the  most  significant,  cause  of  reduced  credit  flows,  but 
it  has  undoubtedly  raised  the  cost  of  lending  and,  to 
some  extent,  reduced  the  supply  of  bank  loans.  One  of 
my  priorities  as  Comptroller  of  the  Currency  —  along 
with  eliminating  illegal  discrimination  in  banking  ser¬ 
vices  —  will  be  to  improve  the  flow  of  credit,  particularly 
to  small-  and  medium-sized  businesses.  We  do  not 
want  bankers  to  make  changes  in  their  credit  decisions 
based  upon  fear  of  unwarranted  criticism  by  bank 


regulators,  and  we  do  not  want  to  impose  unnecessary 
regulatory  impediments  to  sound  lending.  Commercial 
lending  is  a  cornerstone  of  banking,  and  we  continue 
to  urge  bankers  to  make  sound  loans  to  qualified  bor¬ 
rowers. 

But  a  critical  part  of  the  OCC's  mission  is  to  ensure  that 
national  banks  follow  sensible  credit  standards  when 
they  make  loans,  so  that  the  national  banking  system 
can  remain  safe  and  sound.  It  is  not  in  the  public  interest 
for  us  to  look  the  other  way  when  we  uncover  unsound 
credit  practices  or  bad  loans.  If  supervisors  ignore 
problems,  then  actions  to  solve  those  problems  will  not 
be  taken,  and  the  situation  will  continue  to  deteriorate. 

I  believe  the  President's  program  strikes  the  proper 
balance  between  expanding  credit  availability  and 
maintaining  safety  and  soundness. 
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Statement  of  Eugene  A.  Ludwig,  Comptroller  of  the  Currency,  before  the  Senate 
Committee  on  Banking,  Housing,  and  Urban  Affairs,  on  reverse  redlining, 
Washington,  D.C.,  May  19,  1993 


Mr.  Chairman  and  members  of  the  Committee,  I  wel¬ 
come  this  opportunity  to  testify  on  the  problem  of 
reverse  redlining:  the  targeting  of  low-income  com¬ 
munities  for  loans  secured  by  the  borrower's  home  that 
have  unfair  terms  and  conditions.  The  Committee 
deserves  credit  for  drawing  attention  to  this  problem, 
and  for  drafting  sensible  legislative  remedies  that  deter 
abusive  home  equity  lending  practices.  Consumers 
should  receive  the  same  basic  protection  against  unfair 
and  deceptive  financial  practices,  whether  they  are 
dealing  with  banks,  other  depository  institutions, 
mortgage  companies,  finance  companies,  or  nonfinan- 
cial  firms. 

Reverse  Redlining 

The  run-up  in  real  estate  values  in  many  parts  of  the 
United  States  during  the  1980s  left  many  homeowners 
in  low-income  communities  with  substantial  equity  in 
their  homes.  In  some  neighborhoods,  this  pool  of  equity 
has  become  the  target  of  lenders  charging  excessive 
interest  rates  and  loan  origination  fees  that  result  too 
often  in  the  homeowner’s  losing  his  or  her  equity  in  the 
home. 

These  lenders  rely  on  the  borrowers'  trust,  lack  of 
sophistication,  and  limited  access  to  other  financial 
resources  to  talk  them  into  loan  repayment  terms  they 
cannot  possibly  meet.  Lenders  also  use  a  variety  of 
devices,  many  of  which  are  legitimate  banking  prac¬ 
tices  in  other  contexts,  to  conceal  from  borrowers  the 
true  cost  of  their  loans.  These  include  collecting  loan 
origination  fees  and  prepaid  loan  payments  directly 
from  loan  proceeds,  imposing  high  prepayment  penal¬ 
ties,  and  employing  reverse  amortization  and  balloon 
payments  to  make  monthly  payments  appear  more 
affordable.  In  some  instances,  borrowers  end  up  losing 
their  homes  to  foreclosure.  Meanwhile,  the  lender  has 
made  a  quick  profit  from  upfront  fees,  sold  the  loans, 
and  moved  on  to  the  next  victim. 

National  banks,  which  are  regulated  by  my  office,  are 
unlikely  to  originate  such  loans,  which  typically  involve 
door-to-door  marketing  techniques  that  banks  do  not 
employ.  Moreover,  the  rates  and  fees  that  characterize 
reverse  redlining  loans  often  result  in  extremely  high 
debt  service  ratios.  The  Office  of  the  Comptroller  of  the 
Currency  requires  all  national  banks  to  adhere  to  stand¬ 
ards  for  real  estate  loans  which  ensure  that  borrowers 
have  the  capacity  to  repay  their  loans.  Loans  that  failed 
to  meet  that  requirement  would  be  subject  to  criticism 


by  bank  examiners.  Banks  would  also  be  concerned 
that  debt  service  ratios  that  exceeded  the  borrower's 
capacity  to  repay  would  ultimately  lead  to  default, 
resulting  in  charges  against  capital  and  involving  the 
bank  in  expensive  foreclosure  proceedings.  Finally, 
banks  would  be  concerned  about  the  effect  that  their 
involvement  in  unfair  and  deceptive  practices  would 
have  on  their  reputation  and  goodwill  in  the  community. 
These  disadvantages  would  tend  to  outweigh  any  profit 
from  making  such  loans. 

But  an  increasing  volume  of  home  equity  finance  is 
taking  place  outside  the  banking  system,  in  sectors  of 
the  market  that  are  largely  unregulated.  Finance  com¬ 
panies,  mortgage  companies,  and  other  nondepository 
financial  intermediaries  now  originate  a  significant  frac¬ 
tion  of  loans  secured  by  homes.  Home  equity  lending 
is  also  taking  place  on  the  fringe  of  financial  markets, 
in  nonfinancial  firms  such  as  the  home  improvement 
contractors  who  are  often  mentioned  in  connection  with 
reverse  redlining.  Although  most  loans  that  originate 
outside  the  banking  system  serve  legitimate  credit 
needs,  and  home  equity  lending  that  takes  place  out¬ 
side  the  banking  system  has  expanded  credit  oppor¬ 
tunities  for  many  borrowers,  this  type  of  lending  has 
also  opened  the  door  to  the  abuses  that  are  the  subject 
of  this  legislation. 

Although,  for  the  reasons  already  mentioned,  banks 
generally  do  not  operate  in  these  nontraditional  sectors 
directly,  some  banks  may  do  so  indirectly  by  purchas¬ 
ing  loans  originated  by  finance  companies  and  other 
nonbank  mortgage  lenders.  In  addition,  finance  com¬ 
panies  can  be  operating  subsidiaries  or  holding  com¬ 
pany  affiliates  of  commercial  banks.  We  simply  do  not 
know  a  great  deal  about  these  credit  flows.  The  OCC 
is  working  to  determine  to  what  extent  national  banks 
may  be  involved  indirectly,  either  through  nonbank 
subsidiaries  or  affiliates  or  through  loan  purchases,  in 
financing  home  equity  loans  that  would  violate  sound 
credit  standards  if  they  were  originated  by  the  bank. 

The  Role  of  Public  Policy 

Reverse  redlining  and  other  deceptive  financial  prac¬ 
tices  are  particularly  pernicious  because  they  under¬ 
mine  general  public  confidence  in  financial  institutions 
One  of  the  basic  functions  of  government  is  to  provide 
a  foundation  of  honesty  in  the  marketplace  Without  that 
foundation,  financial  markets  cannot  operate  efficiently 
Citizens  must  have  confidence  in  the  knowledge  that 
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major  financial  transactions  are  not  rigged  against 
them  That  confidence  is  shaken  when  they  learn  of 
homeowners  who  have  lost  their  homes  because  they 
fell  prey  to  clearly  unfair  or  deceptive  practices. 

It  is  the  responsibility  of  government  to  set  limits  on  what 
is  permitted  in  financial  markets,  and  to  prohibit  prac¬ 
tices  that  lend  themselves  too  easily  to  abuse.  One  of 
the  ways  the  government  exercises  that  responsibility 
is  by  supervising  the  banking  industry  to  ensure  that 
banking  practices  are  safe,  sound,  and  fair.  Policies 
that  are  too  restrictive,  however,  can  prevent  honest 
lenders  from  satisfying  the  legitimate  credit  needs  of 
their  customers.  The  task  facing  policymakers  is  to  set 
boundaries  on  permissible  transactions  that  strike  a 
reasonable  balance  between  market  efficiency  and 
consumer  protection. 

In  particular,  policymakers  must  recognize  that  some 
homeowners  obtain  high-cost  mortgages  not  because 
they  are  poorly  informed,  but  because  they  do  not 
qualify  for  credit  from  traditional  sources  and  are  willing 
to  pay  the  higher  price  for  a  nontraditional  mortgage. 
Such  borrowers  would  not  necessarily  benefit  from  a 
blanket  prohibition  on  high-cost  mortgages. 

Policymakers  must  also  recognize  that  the  same  finan¬ 
cial  instrument  can  have  both  fraudulent  and  legitimate 
applications.  For  example,  negative  amortization  is 
used  by  reverse  redliners  to  conceal  the  true  cost  of 
their  loans,  but  it  is  also  a  feature  of  legitimate  banking 
products  such  as  reverse  mortgages  for  elderly 
homeowners,  and  adjustable  rate  mortgages  with  fre¬ 
quent  (i.e. ,  monthly)  rate  adjustments  that  offer  the 
convenience  of  equal  monthly  payments. 

Home  Ownership  and  Equity  Protection  Act  of  1993 

The  Home  Ownership  and  Equity  Protection  Act  of  1 993 
addresses  the  major  issues  in  reverse  redlining:  dis¬ 
closure,  loan  terms,  and  the  lender's  access  to  funds. 

Disclosure  One  of  the  keys  to  curbing  deceptive  lending 
practices  is  to  provide  borrowers  with  better  information. 
The  act’s  disclosure  requirements  —  and  the  requirement 
that  disclosures  be  made  at  least  three  days  before  a  loan 
is  consummated  —  would  make  it  more  difficult  for  a 
lender  to  pressure  a  homeowner  into  a  disadvantageous 
mortgage,  while  still  allowing  the  homeowner  to  obtain  a 
high-cost  mortgage  if  that  is  his  or  her  informed  choice, 
//e  recognize,  however,  the  difficulties  involved  in  provid¬ 
ing  effective  disclosures,  particularly  to  unsophisticated 
borrowers  //ho  may  have  pressing  financial  needs  and 
no  other  sources  of  credit 

cause  there  are  some  questions  about 
//bother  disclosure  requirements,  by  themselves,  can 


eliminate  abusive  lending  practices,  the  act  would  also 
restrict  the  use  of  several  devices  —  such  as  balloon 
payments,  negative  amortization,  and  prepaid  pay¬ 
ments  —  that  reverse  redliners  often  use  to  make  the 
terms  of  their  loans  appear  more  affordable  than  they 
actually  are.  To  avoid  interfering  with  the  provision  of 
traditional  banking  services  that  have  these  features, 
the  act’s  restrictions  on  loan  terms  —  as  well  as  its  new 
disclosure  requirements  —  would  apply  only  to  "high- 
cost”  mortgages:  those  with  interest  rates,  fees,  or  debt 
service  ratios  that  exceed  specific  threshhold  values 
set  well  above  typical  levels  for  loans  made  by  tradi¬ 
tional  mortgage  lenders. 

Lender’s  Access  to  Funds.  Under  the  act,  purchasers 
of  high-cost  mortgages  could  be  held  responsible  for 
the  original  lender’s  failure  to  provide  disclosures  or  to 
observe  the  act’s  restrictions  on  loan  terms.  This  would 
not  interfere  with  legitimate  loan  transactions,  but  it 
would  constrain  reverse  redliners,  who  are  often  thinly 
capitalized  and  must  therefore  sell  the  loans  they 
originate  before  they  can  make  more  loans. 

Compliance  Costs 

Although  the  sponsors  have  taken  care  to  avoid  unduly 
burdensome  requirements,  the  act  will  impose  some 
compliance  costs.  This  is  a  matter  of  concern  to  the 
administration,  which  is  committed  to  reducing  the  cost 
of  financial  regulation.  But  concern  over  compliance 
costs  must  not  result  in  regulatory  paralysis. 
Policymakers  must  be  willing  to  act  when  regulation  is 
needed  to  protect  the  public  and  can  be  provided  at 
reasonable  cost. 

As  I  stated  earlier,  I  do  not  believe  that  the  act’s  dis¬ 
closure  requirements  and  restrictions  on  loan  terms 
would  have  any  effect  on  mortgage  lending  by  com¬ 
mercial  banks  or  other  federally  insured  depository 
institutions.  Nor  do  I  believe  that  the  provisions  of  the 
act  would  prevent  any  institution  outside  the  banking 
system  from  making  high-cost  mortgages  that  serve 
legitimate  credit  needs.  The  only  loans  that  the  act 
would  deter  are  those  that  charge  excessive  interest 
rates  or  upfront  fees,  and  have  repayment  terms  that 
borrowers  cannot  possibly  meet.  Consequently,  I  do 
not  believe  the  remedies  contained  in  the  act  would 
impose  unreasonable  compliance  costs  or  interfere 
with  legitimate  financial  transactions. 

Conclusion 

The  Home  Ownership  and  Equity  Protection  Act  is  a 
sensible  response  to  reverse  redlining,  but  it  would  not 
eliminate  abusive  lending  practices.  A  few  lenders  will 
probably  continue  to  find  ways  to  victimize  borrowers 
who  are  underserved  by  traditional  lenders.  Tho  best 


way  to  reduce  discrimination  in  lending  is  to  encourage 
reputable  lenders  to  enter  the  market.  We  are  looking 
for  ways  to  improve  the  incentives  for  banks  to  provide 
credit  in  low-income  and  minority  neighborhoods.  Con¬ 
sistent  with  the  President's  pledge,  the  administration 
is  also  looking  for  ways  to  substitute  performance  for 


paperwork  in  the  implementation  of  the  Community 
Reinvestment  Act.  Through  initiatives  such  as  these,  we 
hope  to  expand  legitimate  credit  opportunities  for  low- 
income  and  minority  households,  and  thereby  reduce 
their  vulnerability  to  unfair  and  deceptive  lending  prac¬ 
tices. 
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Remarks  by  Eugene  A.  Ludwig,  Comptroller  of  the  Currency,  before  the  Home 
Mortgage  Lending  and  Discrimination  Research  and  Enforcement  Conference, 
Department  of  Housing  and  Urban  Development,  Washington,  D.C., 

May  19,  1993 


It  is  certainly  an  honor  for  me  to  be  here  today  with  such 
a  distinguished  audience  of  leading  researchers  and 
enforcement  experts.  Many  of  you  have  devoted  your 
professional  lives  to  eliminating  the  destructive  taint  of 
racial,  ethnic,  gender,  and  religious  discrimination  from 
our  society.  I  can  think  of  no  higher  calling  nor  one  that 
is  so  worthy  of  praise.  Nor  one  that  has  called  for  such 
commitment,  especially  in  recent  years. 

But  you  —  and  your  colleagues  —  kept  the  faith.  And 
you  kept  the  dream  alive.  And  now  we  have  a  real 
opportunity  to  make  that  dream  come  true. 

It  would  not  have  happened  had  not  the  people  working 
through  ACORN  and  National  People’s  Action,  the 
NAACP  and  the  National  Council  of  La  Raza,  the  Na¬ 
tional  Fair  Housing  Alliance,  and  the  Washington 
Lawyers'  Committee  —  had  not  all  of  you  —  remained 
committed. 

I  am  also  honored  to  participate  in  this  conference  with 
Secretary  Cisneros  and  his  team  at  the  Department  of 
Housing  and  Urban  Development. 

The  future  is  going  to  be  as  different  from  the  past  as 
vinegar  is  to  honey  —  and  the  leadership  of  Henry 
Cisneros  in  housing  and  urban  development  is  a  big 
reason  why.  He  is  an  agent  of  change,  and  this  is  an 
agency  for  change.  The  participation  of  people  like 
Secretary  Bentsen  and  Secretary  Cisneros  in  this  ad¬ 
ministration  signals  the  serious  commitment  of  Presi¬ 
dent  Clinton  to  eradicating  the  taint  of  discrimination 
from  our  country. 

I  have  known  and  admired  the  President  for  25  years. 
When  we  both  boarded  the  S.S.  United  States  for 
England  in  1968,  the  world  was  a  very  different  place 
from  the  world  we  know  today.  But  in  those  25  years, 
one  thing  did  not  change:  Bill  Clinton's  commitment  to 
a  just  and  fair  society. 

For  many  years,  the  Office  of  the  Comptroller  of  the 
Currency  has  had  social  policy  responsibilities  that  ex¬ 
tend  its  mission  beyond  promoting  the  safety  and  sound¬ 
ness  of  the  national  banking  system.  The  most  important 
of  these  responsibilities  is  in  the  fair  lending  area. 

As  bank  supervisors,  we  at  the  OCC  have  a  legal  and 
moral  obligation  to  make  certain  that  credit  decisions 
are  not  made  on  the  basis  of  the  color  of  a  person's  skin, 


gender,  religion,  or  ancestry.  The  OCC  has  taken  these 
duties  seriously  in  the  past,  but  it  has  —  to  my  mind  — 
fallen  short  of  meeting  them.  In  my  confirmation  hear¬ 
ings  before  the  Senate  Banking  Committee  earlier  this 
year,  I  said  that  I  would  address  that  shortfall.  I  said  that 
one  of  the  goals  I  most  wanted  to  achieve  as  Comp¬ 
troller  was  to  rid  the  banking  system  of  the  taint  of 
discrimination.  Secretary  Bentsen  stands  firmly  behind 
that  goal. 

I  recognized  then,  and  it  is  even  clearer  to  me  now,  that 
meeting  this  goal  will  be  difficult.  In  our  day  and  age, 
the  problem  of  discrimination  in  lending  is  far  more 
subtle  than  when  I  got  on  that  boat  to  England  with  Bill 
Clinton  25  years  ago. 

In  its  now-famous  study  of  lending  in  the  Boston  area, 
the  Federal  Reserve  showed  that  —  after  all  other 
factors  are  taken  into  consideration  —  clearly  qualified 
applicants,  both  minority  and  nonminority,  were 
generally  approved  for  credit.  Applicants  who  were 
clearly  unqualified  were  generally  denied  credit  — 
regardless  of  their  race  or  ethnic  origin. 

But  in  the  large  middle  group  of  applicants  —  those 
who  might  qualify  for  a  loan  but  had  some  problem  or 
weakness  in  their  loan  applications  —  minority  ap¬ 
plicants  were  turned  down  for  credit  far  more  often  than 
were  whites  —  significantly  more  often. 

It  appeared  that  the  white  applicants  got  more  of  a 
helping  hand  than  the  minority  applicants. 

The  more  subtle  level  of  discrimination  found  to  exist  in 
the  Boston  study  is  a  challenge  to  identify.  It  certainly 
made  clear  to  me  that  the  OCC's  traditional  methods  of 
detection  were  not  sufficient. 

Accordingly,  we  set  about  to  develop  a  new  examina¬ 
tion  procedure.  And  —  as  you  know  —  two  weeks  ago 
we  issued  to  all  national  bank  examiners  new  proce¬ 
dures  to  use  in  identifying  the  subtle  form  of  discrimina¬ 
tion  exposed  by  the  Boston  Federal  Reserve  study. 
These  procedures  will  answer  two  questions  about  a 
bank's  residential  lending  activities: 

•  Did  loan  applicants  with  the  same  qualifica¬ 
tions  experience  the  same  results? 
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•  Did  the  bank  give  the  same  amount  of  assis¬ 
tance  to  minority  and  nonminority  applicants 
during  the  loan  process? 

In  addition,  we  are  currently  developing  statistical 
models  that  can  be  used  to  assist  us  in  our  examination 
efforts  We  see  three  paths  by  which  statistical  model¬ 
ing  can  be  helpful. 

First,  models  can  assist  us  in  targeting  loan  files  for 
examination.  Second,  they  can  assist  us  in  targeting 
banks  for  examination.  And  third,  much  as  the  Justice 
Department  employed  a  model  successfully  in  the  well- 
known  Decatur  Federal  case,  they  can  help  us  after  file 
review,  to  determine  whether  there  is  a  statistical  basis 
for  a  finding  of  disparate  treatment. 

However,  these  examination  procedures  and  statisti¬ 
cal  models  do  not  solve  the  problems  entirely.  Some 
forms  of  credit  discrimination  need  other  methods  for 
detection. 

For  example,  examination  procedures  cannot  detect 
how  the  credit  applicant  was  treated  prior  to  applica¬ 
tion.  To  address  the  problem  where  discrimination  oc¬ 
curs  before  an  application  is  filed,  we  have  decided  to 
embark  on  a  pilot  program  to  use  minority  and  non¬ 
minority  testers.  These  testers  will  determine  whether 
banks  are  discouraging  minority  applicants  or  women 
applicants  even  before  they  reach  the  stage  of  filing  an 
application. 

We  will  consult  with  Housing  and  Urban  Development, 
community  groups,  law  enforcement  agencies  — 
anyone  and  everyone  who  has  experience  with  testing 
programs  to  ensure  that  we  do  the  best  job  we  can. 

And  we  need  to  do  the  best  job  we  can. 

In  the  Boston  Federal  Reserve  study,  fewer  than  10 
percent  of  all  credit  applications  were  from  minorities 
—  far  less  than  their  statistical  representation  in  the 
market  as  a  whole. 

One  of  the  steps  we  are  most  enthusiastic  about  is  the 
joint  effort  between  Housing  and  Urban  Development 
and  the  OCC  announced  by  Secretary  Cisneros  before 
this  group  yesterday.  This  seems  to  me  to  be  the  perfect 
combination  of  interests  and  expertise.  It  is  just  the  kind 
of  joint  effort  our  government  departments  and  agen¬ 
cies  should  be  engaged  in. 

These  are  a  few  of  the  initial  steps  that  we  are  taking  to 
stamp  out  discrimination  in  the  credit  area  I  must  admit, 
//e  are  far  from  having  all  the  answers.  But  we  have 
,orne  of  the  answers  so  we  are  acting  now 


We  know,  however,  that  we  can  refine  the  methodology 
to  make  it  more  effective.  In  that  regard,  we  hope  to 
learn  from  your  work  in  the  area,  through  workshops  like 
these,  through  a  careful  review  of  the  scholarly  litera¬ 
ture,  and  through  special  meetings  at  the  OCC. 

By  cross-pollinating  with  expert  and  committed  col¬ 
leagues,  I  am  particularly  excited  about  the  prospects 
of  working  with  Secretary  Cisneros  and  his  fine  team  at 
Housing  and  Urban  Development.  We  have  been  and 
will  continue  working  together  to  find  ways  to  share 
techniques,  data,  and  findings  in  this  area.  In  particular, 
as  some  of  you  may  know  already,  within  the  last  several 
days,  the  OCC  and  Housing  and  Urban  Development 
have  agreed  to  form  a  joint  HUD-OCC  working  group 
to  come  up  with  ways  to  strengthen  our  approaches  to 
fighting  discrimination  in  mortgage  lending.  This  work¬ 
ing  group  will  report  back  to  Secretary  Cisneros  and  to 
me  in  two  months  on  what  more  we  need  to  do  to  wipe 
out  this  serious  problem. 

I  must  say  that  I  am  particularly  excited  about  working 
with  HUD  on  this.  Secretary  Cisneros  understands 
these  problems,  he  knows  how  to  address  them,  and 
he  is  deeply  committed  to  achieving  their  solution.  It  is 
clear  to  me  that  Secretary  Cisneros  and  I  are  together 
dedicated  to  the  same  goal  in  this  area. 

If  history  teaches  us  anything,  it  is  that  where  diversity 
and  toleration  exist,  a  burst  of  creative  energies  follows 
—  a  burst  that  enriches  all  of  mankind.  For  example,  we 
can  look  to  Spain  in  the  years  leading  up  to  1492,  or  to 
the  Kingdom  of  the  Two  Sicilies  during  the  Middle  Ages. 

On  the  other  hand,  where  one  ethnic  or  religious  group 
has  become  convinced  that  the  system  in  which  they 
live  unfairly  discriminates  against  them,  we  have  often 
seen  a  return  to  tribalism.  You  need  only  turn  on  CNN 
to  see  what  happens  then. 

Discrimination  is  not  only  morally  repugnant,  it  is  vi¬ 
ciously  destructive.  To  end  it,  and  to  avoid  the  destruc¬ 
tion  that  it  brings,  we  must  address  not  only  people's 
behavior  but  also  the  way  they  view  the  world. 

Moreover,  the  subtle  nature  of  discrimination  we  are 
now  addressing  goes  deeply  into  human  nature  Much 
of  it  may  simply  rest  on  the  individual  loan  officer's 
unconscious  tendency  to  treat  people  who  look  the  way 
he  or  she  does  better  than  people  who  don’t. 

At  the  heart  of  the  great  American  experiment  is  the 
desire  to  make  our  society  fair.  We  have  always  been 
willing  to  try  to  do  something  for  principle,  for  the 
morally  correct  reason,  a  reason  that  went  against  the 
gram  of  some  people  at  the  time.  Our  historic  success 


in  this  great  experiment  is  what  has  held  us  all  together 
and  what  has  made  America  so  special.  We  can 
achieve  so  much  more  if  we  work  together  than  if  we 
work  against  each  other. 

One  thing  about  that  trip  to  England  I  took  on  the  S.S. 
United  States  has  stayed  in  my  mind  over  the  last  25 
years.  That  tall,  young,  engaging  Arkansan  I  met  talked 
about  a  concept  that  a  professor  of  his  at  Georgetown 
University  repeatedly  stressed. 

That  concept  was  called  inclusive  diversity.  It  can  be 
described  something  like  this:  "We're  all  in  the  same 


boat.  We  all  have  a  stake  in  the  voyage.  We  all  have 
something  —  a  talent,  a  skill,  an  outlook  —  to  contribute 
to  the  effort.  If  we  allow  everyone  to  contribute  —  if  we 
all  work  together  —  we  will  have  the  flexibility  and 
creativity  to  overcome  whatever  difficulties  await  us 
along  the  way.  If  we  don’t  all  work  together,  we  will  all 
sink  together." 

It  made  sense  to  me  then. 

It  makes  sense  to  me  now. 
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Remarks  by  Eugene  A.  Ludwig,  Comptroller  of  the  Currency,  before  the 
Association  of  Bank  Holding  Companies,  on  bank  supervision  and  the  direction 
of  the  banking  industry,  Indianapolis,  Indiana,  May  27,  1993 


Indiana  is  special  to  every  Comptroller  of  the  Currency. 
In  1863  it  gave  the  world  the  first  of  our  line:  Hugh 
McCulloch,  who  later  went  on  to  become  Secretary  of 
the  Treasury  —  twice  —  and  a  noted  international 
financier. 

McCulloch  began  his  career  as  a  lawyer,  as  a  number 
of  Comptrollers,  including  myself,  have.  But  obviously 
that  fact  —  in  and  of  itself  —  didn’t  stand  in  the  way  of 
his  living  a  normal  and  productive  life. 

Much  has  changed  since  Hugh  McCulloch’s  time  —  but 
one  thing  has  not  —  the  federal  government  still  has  a 
vital  interest  in  promoting  a  strong  banking  system.  We 
need  a  strong  banking  system  —  not  for  its  own  sake 

—  but  for  the  sake  of  the  public.  We  need  a  banking 
system  strong  enough  to  provide  credit  both  to  foster 
economic  growth  —  fueling  manufacturing  and  com¬ 
merce  —  and  to  empower  disadvantaged  people  to 
build  a  better  life  for  themselves. 

Although  a  strong  banking  system  may  develop  by 
happy  coincidence  or  luck,  I  would  not  bet  on  it.  Rather, 
if  we  continue  to  drift,  as  we  have  drifted  over  the  last 
several  years,  I  would  wager  that  we  will  end  up  with  a 
banking  system  that  is  dramatically  reduced  in  impor¬ 
tance  and  mostly  irrelevant  to  the  financial  service 
needs  of  our  country.  And  this  would  happen  sooner 
rather  than  later. 

Some  might  say  that  this  would  be  a  good  thing,  that 
this  would  mean  we  have  in  fact  developed  the  "core” 
banks  envisioned  by  a  number  of  current  policy 
makers.  As  a  result,  they  would  say,  most  of  the  financial 
services  arena  would  be  subject  only  to  market  dis¬ 
cipline  —  freed  from  the  clumsy  hand  of  the  regulator. 

This  would  be  the  wrong  thing  to  do.  By  allowing  this 
shift  to  occur  —  by  letting  banks  drift  into  irrelevance 

—  we  would  waste  a  carefully  designed  and  nurtured 
resource  that  supports  our  wide  range  of  businesses 
by  extending  credit  and  providing  other  financial  ser¬ 
vices  in  something  other  than  a  cookie  cutter,  one-size- 
fits-all  fashion.  This  loss  would  be  a  severe  blow  to  our 
diverse,  entrepreneurial  business  culture,  and  par¬ 
ticularly  to  the  small-  and  medium-sized  companies 
that  make  our  economy  grow. 

By  allowing  this  shift  to  occur,  we  would  turn  the  fate  of 
the  relatively  unsophisticated  customer  over  to  a  whole 


host  of  financial  service  providers  that  lack  the 
regulatory  safeguards  that  apply  to  banks  —  as  well  as 
banking’s  well-deserved  reputation  for  integrity. 

By  allowing  this  shift  to  occur  —  politics  in  a  democracy 
being  what  it  is  —  inevitable  marketplace  disruptions 
would  lead  to  regulation  of  nonbank  financial  service 
providers  to  protect  the  unsophisticated  who  seek 
merely  a  safe  harbor  for  their  money. 

So  in  the  end,  we  will  not  have  eliminated  regulation  - 
we  will  have  merely  weakened  banking  much  further 
than  would  otherwise  have  been  the  case. 

That  is  the  future  —  maybe.  It  shouldn't  be  that  way.  And 
it  doesn’t  have  to  be  that  way.  A  proper  focus  on  bank 
supervision  can  keep  that  outcome  from  happening. 

But  this  focus  has  been  lost.  Something  went  wrong. 
For  a  number  of  reasons,  government  has  layered  on 
banking  a  mountain  of  regulations  that  are  often 
duplicative,  superfluous,  or  otherwise  wasteful.  For  ex¬ 
ample,  we  have  seven  different  definitions  of  capital  in 
current  regulations. 

As  a  result,  the  banking  system  we  have  today  finds  it 
difficult  to  perform  its  intended  function  —  and  the 
entire  economy  suffers  as  a  result. 

In  coming  to  grips  with  this  problem,  policy  makers  to 
date  have  largely  talked  past  each  other  and,  I  believe, 
missed  the  point. 

On  one  side  of  the  debate  are  the  safety  and  soundness 
hawks,  who  want  to  build  a  fail-safe  regulatory  system 
for  banking  —  to  protect  the  deposit  insurance  fund,  to 
protect  the  taxpayers,  to  protect  the  system. 

These  are  people  —  the  Puritans  of  finance  —  who 
believe  that  "risk"  is  inherently  bad  —  its  only  role  being 
to  tempt  men  and  women  to  self-destruction. 

On  the  other  hand,  there  are  the  credit  availability 
hawks,  who  believe  —  as  doctrine  —  that  we  may  have 
to  sacrifice  safety  and  soundness  to  achieve  a  satisfac¬ 
tory  climate  of  credit  availability,  business  expansion, 
and  economic  growth. 

These  are,  of  course,  caricatures,  but  a  caricature  is  an 
exaggeration  of  reality,  not  pure  invention  The  impor¬ 
tant  point  is  that  both  sides  assume  that  there  must  be 
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a  trade-off  between  safety  and  soundness  and  credit 
availability  —  that  less  of  one  means  more  of  the  other 

Has  either  side  subjected  this  shared  assumption  to 
rigorous  analysis9  If  so,  I  have  not  seen  it  or  heard  about 
it 

As  a  result,  we  are  locked  into  a  futile  debate  —  like  a 
pinball  being  bounced  back  and  forth  between  two 
electronic  flippers  —  and  for  no  reason. 

There  does  not  have  to  be  a  trade-off.  We  can  do  both. 
When  we  look  around  the  country,  what  do  we  see?  The 
strong  banks  are  making  more  loans  than  the  weak 
banks  are  making. 

You  will  recall  that  total  loans  in  the  banking  system 
declined  in  1 991  and  1 992.  But  banks  with  equity  ratios 
above  8  percent  significantly  increased  their  loans 
outstanding  in  each  of  those  years: 

A  median  4.5  percent  increase  in  1991. 

A  median  4.5  percent  increase  in  1992. 

On  the  other  hand,  banks  with  equity  ratios  below  6 
percent  showed  a  median  loan  decline  of  3.8  percent 
in  1991  and  an  increase  of  iess  than  1  percent  in  1 992. 

All  across  the  board  —  in  commercial  and  industrial 
loans,  real  estate  loans,  residential  real  estate  loans, 
consumer  loans  —  the  gap  between  the  top  banks  and 
the  others  was  significant.  You  do  not  have  to  have  a 
trade-off  between  safety  and  soundness  and  credit 
availability. 

Further,  as  an  approach  to  banking  policy,  balancing 
trade-offs  has  proved  to  be  a  disaster.  It  is  reactive,  not 
responsive  —  reflexive,  not  reflective.  It  treats  the 
symptoms,  not  the  disease. 

We  can  do  better  than  that.  If  we  want  banking  to 
survive  and  prosper,  we  need  a  new  regulatory  ap¬ 
proach  —  one  based,  not  on  trade-offs,  but  on  principle 
principle  that  provides  a  direction  out  of  the 
regulatory  swamp  in  which  years  of  trading-off  has 
mired  us. 

The  notion  behind  this  new  regulatory  approach  is  to 
let  capitalism  work,  with  regulation  entering  the  process 
only  when  needed  (1)  to  provide  discipline  in  risk 
management,  (2)  to  provide  disincentives  for  dis¬ 
crimination.  and  (3)  to  provide  protection  for  the  com- 
.  and  consumers  served  by  our  banks. 

'he  principled  approach  is  the  inherent  power  behind 
credit  crunch  program  Rather  than 
■  g  e/arnmers,  it  identifies  individual  regulations 


and  regulatory  demands  for  which  there  are  no  good 
justifications  and  simply  changes  or  eliminates  them. 

And,  I  am  proud  to  say  that  we  have  taken  and  will  take 
before  June  10  —  the  date  promised  in  the  President's 
statement  on  the  program  —  some  significant  steps  in 
fulfilling  its  promise.  By  this  date  we  will  have  ad¬ 
dressed:  Other  Assets  Especially  Mentioned;  Other 
Real  Estate  Owned:  loan  splitting;  valuation  of  real 
estate  loans;  character  lending;  duplicative  super¬ 
vision;  paperwork  reduction;  and  real  estate  appraisals 
—  the  last  of  which,  as  you  probably  know,  all  four 
regulatory  agencies  addressed  yesterday. 

Importantly  too,  the  process  does  not  stop  on  June  10. 
Rather,  we  are  examining  every  regulation  we  have  on 
the  books  to  see  if  that  regulation  can  be  justified  on 
the  grounds  I  outlined  a  few  moments  ago. 

Moreover,  as  I  hope  this  approach  to  the  regulatory 
process  suggests,  as  Comptroller  I  intend  to  set  a  new 
direction  for  the  Office  —  to  break  from  the  past.  We  will 
question  all  the  assumptions  upon  which  the  current 
bank  regulatory  framework  is  based. 

This  is  no  mere  theoretical  exercise  —  it  is  essential. 
And  it  will  have  consequences.  It  will  be  followed  by 
policy  changes.  We  simply  have  to  have  the  courage 
to  turn  the  best  answers  to  our  problems  into  policy, 
regardless  of  the  political  wind  blowing  at  the  time.  For 
if  we  do  not  have  the  courage  to  think  boldly  enough, 
we  will  continue  to  condemn  our  banking  system  to  a 
slow  and  painful  decline. 

In  short,  I  intend  to  challenge  the  men  and  women  of 
the  OCC,  my  fellow  regulators,  and  bankers.  My  chal¬ 
lenge  will  be  along  these  lines:  I  want  to  see  how  many, 
not  how  few,  new  services  banks  can  provide  to  con¬ 
sumers. 

I  want  to  see  how  much,  not  how  little,  credit  banks  can 
extend  to  America’s  businesses,  particularly  small-  and 
medium-sized  businesses  I  want  to  see  how  many,  not 
how  few,  layers  of  duplicative  and  burdensome  regula¬ 
tion  we  can  strip  away,  while  maintaining  the  highest 
possible  standards  of  safety  and  soundness. 

And  I  want  to  see  us  modernizing  bank  supervision,  so 
that  we  can  maintain  safety  and  soundness  and  also 
lower  regulatory  cost. 

To  do  this  job  I  will  need  your  help  I  genuinely  want  you 
to  help  me  identify  regulations  that  add  to  burden  but 
not  to  safety  and  soundness.  I  want  you  to  help  me 
identify  restrictions  that  do  not  make  any  sense  I  want 
to  work  with  you  —  I  do  not  want  to  work  at  cross 
purposes.  We  are  all  in  this  together 


When  I  was  in  college,  I  developed  a  healthy  respect 
for  English  history  and  institutions.  I  was  particularly 
intrigued  by  the  comparison  between  English  society 
and  Spanish  society  in  the  era  of  the  Armada.  Spain 
was  at  that  time  the  center  of  the  world,  backed  by  the 
gold  and  silver  riches  of  the  New  World  and  dynastic 
ties  throughout  Europe.  England,  on  the  other  hand, 
was  relatively  weak,  relatively  poor,  and  relatively  iso¬ 
lated.  But  England  had  something  that  Spain  did  not. 

Spanish  society  at  the  time  was  exclusive,  rigid,  and 
inflexible.  England  had  a  more  open  culture  that 


stressed  innovation,  flexibility,  and  creativity  As  a 
result,  the  English  —  to  use  today's  terminology 
managed  by  objective  while  the  Spanish  managed  by 
directive. 

England  won  the  struggle  —  Spain  lost.  England  rose 
—  Spain  declined.  Things  change.  Whether  they 
change  for  the  better  or  the  worse  depends  on  our 
openness  to  change. 

This  is  our  challenge:  to  be  open  to  change.  I  look 
forward  to  working  with  you. 
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Statement  of  Eugene  A.  Ludwig,  Comptroller  of  the  Currency,  before  the 
Subcommittee  on  Financial  Institutions  Supervision,  Regulation,  and  Deposit 
Insurance  of  the  House  Committee  on  Banking,  Finance,  and  Urban  Affairs,  on 
credit  availability  and  reducing  regulatory  burden,  June  29,  1993 


Mr.  Chairman  and  members  of  the  Subcommittee,  I 
appreciate  this  opportunity  to  describe  the  administra¬ 
tive  steps  our  agency  is  taking  to  implement  the  pro¬ 
gram  to  improve  credit  flows  and  reduce  regulatory 
burden  which  the  President  announced  on  March  10. 
The  Office  of  the  Comptroller  of  the  Currency  (OCC)  is 
committed  to  reducing  the  cost  of  financial  regulation 
and  to  encouraging  the  efficient  provision  of  banking 
services,  while  maintaining  a  safe  and  sound  banking 
system.  Our  work  under  the  President's  program  is  part 
of  the  OCC’s  ongoing  efforts  to  ensure  that  paperwork 
and  regulatory  burdens  do  not  impede  bank  lending  to 
creditworthy  borrowers. 

On  March  10,  the  OCC,  the  Federal  Deposit  Insurance 
Corporation  (FDIC),  the  Federal  Reserve  Board  (FRB), 
and  the  Office  of  Thrift  Supervision  (OTS)  issued  an 
interagency  policy  statement  giving  details  of  the 
President’s  program.  As  my  testimony  will  describe,  the 
program  includes  initiatives  in  five  areas:  lending  to 
small-  and  medium-sized  businesses,  real  estate  lend¬ 
ing  and  appraisals,  handling  of  consumer  complaints 
and  appeals  of  examination  decisions,  examination 
processes  and  procedures,  and  paperwork  and 
regulatory  burden. 

The  agencies  have  worked  together  over  the  past  three 
months  to  carry  out  the  changes  the  President  outlined. 
On  March  30,  the  agencies  adopted  a  new  policy  to 
reduce  documentation  requirements  for  loans  to  small- 
and  medium-sized  businesses  and  farms.  The  OCC 
has  subsequently  issued  guidance  on  the  new  policy 
to  examiners,  and  established  a  new  program  to  collect 
data  on  banks’  usage  of  the  new  program.  In  addition, 
the  OCC,  the  FDIC,  and  the  FRB  have  jointly  issued 
guidance  to  U.S.  offices  of  foreign  banks  regarding  the 
new  program. 

On  April  28,  I  sent  a  letter  to  all  OCC  examiners,  a  copy 
of  which  is  attached,  emphasizing  the  importance  of 
the  examination  process  in  implementing  the 
President’s  credit  availability  program.  In  the  letter,  I 
encourage  our  examiners  to  rely  on  their  experience 
and  judgment  in  helping  bankers  to  properly  manage 
risk  I  am  also  traveling  to  all  six  OCC  districts,  and 
many  of  our  field  offices  and  duty  stations,  to  hear 
examiners’  ideas  regarding  credit  availability, 
regulatory  burden,  and  our  initiatives  to  implement  the 
President’s  program. 


On  May  5,  the  OCC  published  a  proposal  to  amend  its 
regulation  containing  requirements  for  a  national  bank’s 
accounting  and  appraisal  treatment  of  Other  Real  Es¬ 
tate  Owned  (OREO). 

On  June  4,  the  agencies  published  in  the  Federal 
Register  a  joint  notice  of  proposed  rulemaking  that  is 
designed  to  reduce  the  regulatory  burden  associated 
with  real  estate  appraisals  and  also  maintain  safety  and 
soundness. 

On  June  10,  the  agencies  announced  seven  new  ac¬ 
tions  to  complete  the  first  phase  of  the  President’s 
program.  Those  actions: 

•  Make  it  clear  that  real  estate  loans  that 
depend  on  collateral  for  repayment  need  not 
be  reported  as  foreclosed  unless  the  lender 
has  actually  taken  possession  of  the  col¬ 
lateral. 

•  Make  it  easier  for  banks  to  return  restructured 
nonaccrual  loans  to  accrual  status. 

•  Eliminate  certain  requirements  for  minimum 
down  payments  on  sales  of  foreclosed  real 
estate. 

•  Reaffirm  that  it  is  not  regulatory  policy  to  value 
the  collateral  underlying  real  estate  loans  on 
a  liquidation  basis. 

•  Avoid  the  improper  use  of  the  "Special  Men¬ 
tion"  loan  category,  which  may  have  inhibited 
lending  to  small  businesses. 

•  Achieve  better  interagency  coordination  of 
bank,  thrift,  and  holding  company  examina¬ 
tions. 

•  Enhance  our  ability  to  detect  lending  dis¬ 
crimination,  improve  the  level  of  education  we 
provide  to  the  banking  industry  and  to  ex¬ 
aminers,  and  strengthen  enforcement  of  fair 
lending  laws. 

In  addition,  the  OCC  is  developing  specific  guidance 
to  examiners  regarding  the  definition  of  Special  Men¬ 
tion  assets.  We  are  working  with  the  other  agencies  to 
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develop  an  interagency  core  report  of  examination  that 
will  standardize  reporting  forms  in  several  common 
areas  of  examination  and  common  application  forms 
that  institutions  use  in  certain  corporate  filings.  We  are 
also  reviewing  all  paperwork  requirements,  regulations, 
and  interpretations  to  reduce  regulatory  burden  while 
maintaining  safety  and  soundness. 

Your  invitation  letter  requested  that  we  give  recommen¬ 
dations  for  legislative  changes  to  reduce  regulatory 
burden.  Our  work  to  implement  the  President's  program 
reflects  an  ongoing  commitment  to  reduce  burden  on 
banks.  As  we  evaluate  what  we  can  accomplish 
through  regulatory  and  administrative  incentives,  we 
will  be  better  able  to  determine  which  statutory  man¬ 
dates  impose  unnecessary  regulatory  burdens. 

I:  Eliminating  Impediments  to  Loans  to  Small-  and 
Medium-Sized  Businesses 

Reducing  Small  Business  Loan  Documentation 

On  March  30,  the  agencies  released  an  interagency 
policy  statement  announcing  measures  to  eliminate 
unnecessary  documentation  requirements  for  loans  to 
small-  and  medium-sized  businesses  and  farms.  We 
expect  the  changes  to  reduce  the  cost  of  making  small- 
and  medium-sized  business  loans,  and  to  reduce  the 
time  that  banks  need  to  respond  to  credit  applications 
from  small-  and  medium-sized  businesses. 

Under  the  new  guidelines,  well-managed  banks  that 
are  well-  or  adequately  capitalized  are  permitted  to 
make  and  carry  a  basket  of  loans  to  small-  and  medium¬ 
sized  businesses  and  farms  with  only  minimal 
documentation.  Each  minimal  documentation  loan  is 
subject  to  a  maximum  loan  size  of  $900,000  or  3 
percent  of  the  lending  institution's  total  capital, 
whichever  is  less.  At  any  individual  bank,  the  total  of 
such  loans  cannot  exceed  20  percent  of  the  bank's  total 
capital 

Eligible  banks  are  encouraged  to  make  these  loans 
based  on  their  best  judgment  as  to  the  creditworthiness 
of  the  borrower.  Examiners  evaluate  the  loans  solely  on 
the  basis  of  performance,  and  the  loans  are  exempt 
from  examiner  criticism  of  documentation. 

Since  March  30,  the  OCC  has  issued  further  guidance 
on  the  new  program.  On  April  28,  we  issued  specific 
guidance  to  examiners;  on  April  29,  we  established  a 
program  to  collect,  during  normal  examinations,  data 
on  banks  usage  of  the  new  program;  and  on  May  14. 
the  OCC,  together  with  the  FDIC,  and  the  FRB,  jointly 
ssued  guidance  explaining  how  the  new  guidelines 
appi/  to  U  0  branches  or  agencies  of  foreign  banks. 


Supervisory  Definition  for  Special  Mention  Assets 

In  the  March  10  interagency  policy  statement,  the  agen¬ 
cies  expressed  concern  that  improper  use  of  the  Spe¬ 
cial  Mention  category  of  loans  may  be  causing  banks 
to  group  Special  Mention  loans  with  other  classified 
loans.  Such  grouping  may  discourage  banks  from 
making  certain  loans  for  fear  that  they  would  be  desig¬ 
nated  as  Special  Mention  assets. 

On  June  10,  the  agencies  issued  a  joint  statement  that 
provides  a  common  supervisory  definition  of  Special 
Mention  assets,  which  clarifies  the  examination  and 
rating  procedures  relating  to  Special  Mention  loans. 
The  new  definition  states:  "A  Special  Mention  asset  has 
potential  weaknesses  that  deserve  management’s 
close  attention.  If  left  uncorrected,  these  potential 
weaknesses  may  result  in  deterioration  of  the  repay¬ 
ment  prospects  for  the  asset  or  in  the  institution's  credit 
position  at  some  future  date.  Special  Mention  assets 
are  not  adversely  classified  and  do  not  expose  an 
institution  to  sufficient  risk  to  warrant  adverse  classifica¬ 
tion." 

The  use  of  a  common  definition  will  lead  to  more  con¬ 
sistent  supervision  among  the  four  agencies.  It  will  also 
enable  examiners  to  more  readily  segregate  Special 
Mention  assets  from  those  warranting  adverse  clas¬ 
sification.  The  agencies  have  agreed  to  use  classified 
assets,  which  by  definition  do  not  include  Special  Men¬ 
tion  assets,  as  the  standard  measure  of  the  quality  of  a 
bank’s  asset  portfolio. 

The  agencies  are  developing  guidance  for  examiners 
to  explain  how  the  Special  Mention  category  should 
be  used  in  the  assessment  of  the  overall  condition  of 
an  institution.  The  guidance  will  emphasize  that  ex¬ 
aminers  should  not  assign  loans  to  the  Special  Mention 
category  simply  because  other,  similar  loans  in  the 
bank's  portfolio  are  designated  as  Special  Mention 
assets.  Each  agency  has  agreed  to  make  its  policies 
and  guidance  conform  to  a  set  of  common  principles. 

II:  Appraisals  and  Real  Estate  Lending 

Real  Estate  Appraisals 

Under  current  regulations  implementing  Title  XI  of  the 
Financial  Institutions  Recovery  and  Reform  Act  of  1 989 
(FIRREA),  a  bank  making  a  loan  backed  by  real  estate 
for  an  amount  greater  than  $100,000  must  obtain  an 
appraisal  for  the  property  securing  the  loan  from  a 
certified  or  licensed  appraiser.  This  requirement  im¬ 
poses  costs  on  both  the  lender  and  the  borrower.  In 
some  cases,  the  appraisal  requirement  may  dis¬ 
courage  institutions  from  making  some  loans 
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Accordingly,  on  June  4,  the  agencies  published  in  the 
Federal  Register  a  joint  notice  of  proposed  rulemaking 
to  amend  the  appraisal  regulations  implementing  Title 
XI.  The  proposed  amendments  would  reduce  the  num¬ 
ber  of  real  estate-related  financial  transactions  that 
require  the  services  of  a  licensed  or  certified  appraiser 
and  simplify  the  preparation  of  appraisals  for  federally 
related  transactions.  They  are  designed  to  reduce  the 
regulatory  burden  associated  with  real  estate  ap¬ 
praisals  while  maintaining  safety  and  soundness.  We 
expect  to  publish  a  final  rule  later  this  year. 

Under  the  proposal,  appraisals  by  licensed  or  certified 
appraisers  would  no  longer  be  required  for  (1)  real 
estate  loans  less  than  $250,000,  (2)  loans  that  are  not 
secured  by  real  estate  even  though  the  borrower  uses 
the  loan  proceeds  to  purchase  or  invest  in  real  estate, 
(3)  loans  backed  by  liens  on  real  estate  for  purposes 
other  than  the  real  estate's  value  (for  example,  if  the 
collateral  for  a  loan  is  a  business  or  manufacturing 
facility,  a  bank  may  take  a  lien  against  the  land  and 
improvements  in  order  to  be  able  to  sell  the  entire 
business  as  a  going  concern  if  the  borrower  defaults), 
or  (4)  real  estate-secured  business  loans  of  less  than 
$1  million.  The  proposal  would  also  expand  and  clarify 
existing  exemptions  to  appraisal  requirements. 

The  agencies  are  also  proposing  to  retain  the  authority 
to  require  the  services  of  a  licensed  or  certified  ap¬ 
praiser  in  specific  cases  when  a  real  estate  loan  poses 
greater  than  normal  risk  to  the  lending  institution.  The 
agencies  also  propose  to  retain  the  right  to  waive  the 
requirement  for  an  appraisal  by  a  licensed  or  certified 
appraiser  in  specific  cases  where  such  appraisals 
would  otherwise  be  required,  if  the  agency  determines 
that  such  appraisals  are  not  necessary  to  protect  the 
safety  and  soundness  of  the  institution  or  other  public 
policy  interests. 

Foreclosed  Real  Estate 

In  the  March  10  statement,  the  agencies  noted  that 
current  accounting  and  other  rules  may  contain  artificial 
impediments  to  banks  and  thrifts  seeking  to  provide 
financing  to  creditworthy  borrowers  who  wish  to  pur¬ 
chase  real  estate  classified  as  OREO.  Those  rules 
prevented  banks  from  removing  assets  whose  sale  they 
have  financed  from  the  OREO  classification  unless  the 
purchaser  of  the  loans  had  provided  at  least  a  10 
percent  down  payment  for  the  asset.  On  May  5,  the  OCC 
published  a  proposal  to  amend  its  OREO  regulation  (12 
CFR  7.3025),  which  contains  requirements  for  a  national 
bank's  accounting  and  appraisal  treatment  of  OREO. 
The  proposal  includes  changes  that  would:  (1 )  increase 
and  expand  the  options  that  a  national  bank  may  use  to 
dispose  of  OREO,  (2)  eliminate  the  inconsistencies  in 
current  OREO  appraisal  requirements,  and  (3)  remove 


conflicting  OREO  accounting  guidance  from  the  cur¬ 
rent  regulation.  The  proposed  changes  to  regulatory 
reporting  requirements  are  generally  consistent  with 
generally  accepted  accounting  principles  (GAAP).  We 
expect  to  publish  a  final  rule  later  this  year. 

In  addition,  the  agencies  will  separately  issue  guidance  to 
banks  and  thrifts  that  generally  conforms  regulatory  report¬ 
ing  requirements  for  sales  of  OREO  with  GAAP,  as  set  forth 
in  Financial  Accounting  Standards  Board  Statement  No.  66. 
The  guidance  will  delete  certain  requirements  for  minimum 
down  payments  for  bank  sales  of  OREO. 

In-Substance  Foreclosure 

In  the  past,  the  agencies’  rules  required  banks  to  report 
certain  impaired  loans  as  in-substance  foreclosures  and 
transfer  them  to  the  OREO  account,  even  when  bor¬ 
rowers  were  current  on  principal  and  interest  payments 
and  could  be  reasonably  expected  to  repay  the  loan  in 
a  timely  fashion.  To  address  concerns  that  forcing  such 
loans  to  be  reported  as  foreclosures  may  remove  banks' 
incentives  to  work  with  borrowers  experiencing  tem¬ 
porary  financial  difficulties,  the  agencies  issued  a  joint 
statement  containing  revised  guidance  on  reporting  of 
in-substance  foreclosures  on  June  10. 

The  revised  guidance  makes  it  clear  that  banks  need 
not  report  collateral-dependent  real  estate  loans  (i.e. , 
loans  for  which  repayment  is  expected  to  be  provided 
solely  by  the  underlying  collateral)  as  foreclosed  real 
estate,  or  OREO,  unless  the  lender  has  actually  taken 
possession  of  the  collateral.  The  guidance  emphasizes 
that,  if  foreclosure  is  probable,  banks  must  recognize 
losses  on  collateral-dependent  real  estate  loans  ac¬ 
cording  to  the  fair  value  of  the  collateral.  Until  the  bank 
actually  forecloses  on  the  collateral,  however,  it  would 
not  need  to  report  such  loans  as  OREO. 

Review  and  Classification  of  Commercial  Real  Estate 
Loans 

One  impediment  to  making  credit  available  to  commer¬ 
cial  real  estate  borrowers  may  be  overly  conservative 
evaluation  of  real  estate  collateral  by  bank  examiners. 
The  federal  bank  and  thrift  regulatory  agencies  have 
been  working  with  their  examination  staffs  for  some  time 
to  ensure  that  commercial  real  estate  loans  are 
evaluated  in  accordance  with  agency  policies.  In 
November  1991,  the  agencies  provided  guidance  to 
examiners  to  clarify  regulatory  policy  on  valuation  and 
classification  of  real  estate  loans.  The  agencies  wrote 
the  guidance  to  ensure  that  examiners  are  reviewing 
commercial  real  estate  loans  in  a  consistent,  prudent, 
and  balanced  manner. 

On  June  10,  in  a  joint  release,  the  agencies  reaffirmed 
the  guidelines  they  issued  in  November  1991  and 
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underscored  their  commitment  to  ensure  that  ex¬ 
aminers  understand  and  apply  those  guidelines  ac¬ 
curately.  The  June  10  policy  statement  reiterates  that 
the  evaluation  of  commercial  real  estate  loans  should 
be  based  on  a  review  of  the  borrower's  willingness  and 
capacity  to  repay  and  on  the  income-producing 
capacity  of  the  underlying  collateral  over  time.  The 
statement  emphasizes  that  it  is  not  regulatory  policy  to 
value  collateral  that  underlies  real  estate  loans  on  a 
liquidation  basis. 

Ill:  Appeals  and  Complaints 

Appeals  by  Bankers 

Disagreements  between  bankers  and  bank  examiners 
are  a  normal  part  of  the  supervisory  process.  In  most 
cases,  such  disagreements  can  be  resolved  through 
informal  discussions.  When  they  cannot,  however,  banks 
have  a  right  to  a  fair  and  prompt  review  of  the  disagree¬ 
ment.  The  OCC's  new  review  process  for  banker  appeals, 
which  the  agency  announced  on  June  10,  encourages 
bankers  to  seek  a  review  of  any  disputed  examination 
decision,  and  creates  a  new  ombudsman  position  to 
oversee  those  reviews.  The  new  process  also  establishes 
specific  time  limits  for  action  on  appeals. 

Under  the  new  process,  national  banks  may  appeal  any 
examination  findings  to  the  ombudsman,  except  in 
cases  where  the  appeal  would  adversely  affect  safety 
and  soundness.  Those  exceptions  are:  the  appoint¬ 
ment  of  receivers  and  conservators;  preliminary  ex¬ 
amination  conclusions  communicated  to  the  national 
bank  prior  to  the  issuance  of  written  communication 
from  the  OCC,  such  as  a  final  report  of  examination; 
and  enforcement-related  matters. 

Consumer  Complaints 

Also  on  June  10,  the  OCC  announced  that  it  is  estab¬ 
lishing  a  new  program  to  improve  our  responses  to 
consumers  with  complaints  about  national  banks. 
Under  the  new  program,  consumers  will  be  able  to  use 
a  toll-free  telephone  number  to  notify  the  agency  of  their 
complaints.  Staff  members  answering  the  calls  will  be 
trained  to  offer  information  and  assistance  to  con¬ 
sumers  interested  in  filing  complaints. 

IV:  Examination  Process  and  Procedures 

Examination  Coordination 

One  objective  of  the  President’s  program  is  to  minimize 
costs  that  the  examination  process  imposes  on  regu- 
Oted  institutions  On  June  10,  the  agencies  announced 
a  program  for  coordinating  examinations  of  insured 
depository  institutions  and  inspections  of  their  holding 


companies,  and  released  guidelines  for  supervisory 
staff  implementing  the  program.  The  new  program  ex¬ 
pands  on  existing  interagency  agreements  and  re¬ 
sponds  to  bankers'  concerns  about  the  burden  on 
banks  that  are  supervised  by  multiple  regulatory  agen¬ 
cies  —  a  large  portion  of  the  banking  industry. 

The  program  should,  wherever  possible,  minimize  dis¬ 
ruption  and  avoid  duplicative  examination  efforts  and 
information  requests.  Among  other  things,  the  agen¬ 
cies  will:  ( 1 )  coordinate  the  planning,  timing,  and  scope 
of  examinations  and  inspections  of  federally  insured 
depository  institutions  and  their  holding  companies,  (2) 
conduct  joint  interagency  examinations  or  inspections, 
when  it  is  necessary  for  a  regulatory  agency  that  is  not 
the  bank’s  primary  supervisor  to  participate  in  an  ex¬ 
amination  or  inspection  in  order  to  fulfill  its  regulatory 
responsibilities,  (3)  coordinate  and  conduct  joint  meet¬ 
ings  between  bank  or  bank  holding  company  manage¬ 
ment  and  the  regulators,  (4)  coordinate  information 
requests,  and  (5)  coordinate  enforcement  actions, 
where  appropriate.  The  program  emphasizes  full 
cooperation  and  coordination  by  the  agencies  in  super¬ 
vising  large  banks  and  banks  that  are  in  a  less  than 
satisfactory  condition. 

Fair  Lending  Initiatives 

Stamping  out  illegal  discrimination  in  bank  lending  is  a 
primary  goal  of  our  agency.  The  OCC  has  worked  with 
the  other  agencies  on  a  number  of  projects  to  improve 
fair  lending  detection  techniques,  enforcement,  and 
education.  On  May  27,  we  issued  an  interagency  state¬ 
ment  to  financial  institutions  reaffirming  our  commit¬ 
ment  to  the  enforcement  of  fair  lending  laws  and 
providing  guidance  on  fair  lending  matters.  The  agen¬ 
cies  are  revising  the  supervisory  enforcement  policy  for 
violations  of  the  Equal  Credit  Opportunity  and  Fair 
Housing  Acts  (ECOA  and  FHA).  The  revised  policy, 
which  replaces  the  policy  issued  in  1981,  specifies  the 
actions  we  will  take  when  we  find  violations  of  the  ECOA 
and  FHA.  The  agencies  are  also  developing  uniform  fair 
lending  examination  procedures  and  training  pro¬ 
grams.  We  will  adopt  the  new  procedures,  which 
should  strengthen  our  ability  to  detect  illegal  dis¬ 
crimination,  later  this  summer. 

In  addition,  as  we  announced  on  June  10,  the  agencies 
are  working  on  five  new  projects  to  enhance  our  ability 
to  detect  lending  discrimination,  improve  the  level  of 
education  we  provide  to  the  banking  industry  and  to 
examiners,  and  strengthen  enforcement  of  fair  lending 
laws.  Under  those  projects,  we  will  develop  a  new  fair 
lending  training  program  for  experienced  compliance 
examiners,  develop  and  sponsor  regional  fair  lending 
programs  for  top  level  industry  executives,  and  explore 
statistically  based  discrimination  analysis  models. 


Each  agency  will  also  implement  internal  processes  for 
referring  violations  of  the  ECOA  to  the  Department  of 
Justice,  and  further  refine  its  processes  for  handling 
consumer  complaints. 

Improve  Consistency  of  Exams  and  Applications 
Processing 

We  are  close  to  completing  an  interagency  core  report 
of  examination  that  will  standardize  reporting  forms  in 
several  common  areas  of  examination,  and  we  are 
working  to  develop  common  application  forms  for  use 
in  certain  corporate  filings.  In  addition,  the  agencies  are 
working  together  to  provide  consistent  regulations  and 
policies  to  ensure  that  the  four  federal  financial 
regulators  supervise  all  banks  and  thrifts  consistently. 
The  agencies  are  continuing  the  efforts  which  began  in 
1992  to  coordinate  reports  and  procedures  and  in¬ 
stitute  other  changes  to  reduce  regulatory  burden. 

V:  Paperwork  and  Regulatory  Burden 

Accounting  for  Partially  Charged -Off  Loans 

As  part  of  the  President’s  program  on  credit  availability, 
the  agencies  completed  two  revisions  to  existing 
policies  for  returning  certain  nonaccrual  loans  to  ac¬ 
crual  status  on  June  10.  In  the  past,  delinquent  loans 
that  had  been  partially  charged-off  could  not  be 
returned  to  performing  status  even  when  the  borrower 
was  able  to,  and  fully  intended  to,  repay  the  remaining 
interest  and  principal  to  the  bank  in  a  timely  fashion. 
The  revised  policies  will  make  it  easier  for  banks  to  work 
with  borrowers  who  are  experiencing  temporary  dif¬ 
ficulties,  and  thereby  maximize  recovery  on  impaired 
loans.  The  changes  will  also  provide  a  more  accurate 
accounting  of  partially  charged-off  loans. 

The  first  change  conforms  the  banking  and  thrift 
agencies'  policies  on  troubled  debt  restructurings 
(TDRs)  that  involve  multiple  notes.  For  example,  a 
troubled  loan  may  be  restructured  into  two  notes:  the 
first  note  represents  the  portion  of  the  original  loan 
principal  amount  which  is  expected  to  be  fully  collected 
along  with  contractual  interest,  and  the  second  note 
represents  the  portion  of  the  original  loan  that  has  been 
charged  off.  Under  the  new  policy,  banks  may  return 
the  first  note  to  accrual  status. 


The  second  change  permits  institutions  to  return  past 
due  loans  to  accrual  status,  provided  the  institution 
expects  to  collect  all  contractual  principal  and  interest 
due  and  the  borrower  has  demonstrated  a  sustained 
period  of  repayment  performance  in  accordance  with 
the  contractual  terms. 

Efforts  to  Reduce  Paperwork  Burden 

As  part  of  the  President’s  program,  the  agencies  are 
working  to  review  all  paperwork  requirements,  regula¬ 
tions,  and  interpretations  to  minimize  burden  while 
maintaining  safety  and  soundness.  OCC  staff  are  iden¬ 
tifying  ways  to  revise  our  regulations  and  interpretive 
rulings  to  make  them  easier  to  apply,  reduce  unneces¬ 
sary  regulatory  burden,  and  remove  unnecessary  im¬ 
pediments  to  credit  availability.  Our  goals  are  to  focus 
our  regulations  on  safety  and  soundness  and  to  make 
them  concise  and  understandable. 

In  addition,  we  have  formed  a  working  group  to  identify 
and  recommend  options  to  eliminate  unnecessary 
reporting  and  recordkeeping  requirements  resulting 
from  the  implementation  of  agency  guidance.  As  a  first 
step,  the  working  group  has  asked  OCC  districts  and 
some  Washington  departments  to  identify  paperwork 
requirements  that  stem  from  OCC  guidance.  We  expect 
to  announce  the  results  of  our  study  later  in  the  year. 

Conclusion 

Banking  regulation  is  necessary  to  achieve  important 
public  policy  goals,  which  include  maintaining  the 
safety  and  soundness  of  the  banking  system,  serving 
the  credit  needs  of  the  American  public,  and  protecting 
the  interests  of  bank  customers.  Banking  regulation 
also  imposes  costs,  and  unnecessarily  burdensome 
regulation  imposes  a  high  price  on  banks  and  bank 
customers.  The  President’s  program  is  an  important 
first  step  in  our  efforts  to  strike  the  proper  balance 
between  the  costs  and  public  policy  benefits  of  regula¬ 
tion.  We  are  committed  to  eliminating  unnecessary 
regulatory  burdens  on  national  banks  and  to  removing 
unnecessary  regulatory  impediments  to  sound  bank 
lending,  while  maintaining  a  safe  and  sound  banking 
system. 
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Statement  of  Stephen  R.  Steinbrink,  Acting  Comptroller  of  the  Currency,  before 
the  Subcommittee  on  Economic  Growth  and  Credit  Formation  of  the  House 
Committee  on  Banking,  Finance,  and  Urban  Affairs,  on  bank  lending  and 
purchases  of  securities,  April  2,  1993 


Mr.  Chairman  and  members  of  the  Subcommittee,  I 
appreciate  this  opportunity  to  discuss  the  effect  on 
credit  flows  of  recent  trends  in  commercial  lending  and 
bank  purchases  of  government  securities,  and  the 
steps  our  agency  is  taking  to  implement  President 
Clinton's  program  to  improve  credit  availability.  As  the 
agency  responsible  for  supervising  national  banks,  the 
Office  of  the  Comptroller  of  the  Currency  (OCC)  is  vitally 
interested  in  maintaining  a  safe  and  sound  banking 
system  that  serves  the  credit  needs  of  the  American 
public. 

Over  the  past  two  years,  the  volume  of  loans  made  by 
national  banks  —  especially  real  estate  construction 
loans  and  commercial  and  industrial  loans  —  has 
declined,  while  national  bank  holdings  of  investment 
securities  have  increased.  Industry  observers  have 
noted  that  bank  securities  holdings  have  been  rising  at 
about  the  same  rate  as  lending  has  been  falling,  and 
some  believe  that  changes  in  the  regulatory  environ¬ 
ment  have  been  the  cause. 

A  closer  look  at  the  data  reveals  that  there  is  no  single 
cause  for  the  shift  from  loans  to  securities.  Part  of  the 
shift  can  be  explained  by  short-run  economic  factors. 
When  economic  growth  slows,  attractive  lending  op¬ 
portunities  shrink,  and  securities  markets  provide  an 
attractive  place  for  banks  to  invest.  As  the  economy 
recovers,  this  process  reverses — as  we  can  observe 
from  recent  reports  of  increased  loan  demand. 

But  part  of  the  decline  in  bank  lending  is  due  to  struc¬ 
tural  changes  in  financial  markets  that  have  reduced 
the  banking  industry’s  role  as  a  provider  of  short-term 
credit.  Although  the  volume  of  bank  lending  can  be 
expected  to  rebound  as  the  economic  recovery  con¬ 
tinues,  it  is  unlikely  that  the  banking  industry  will  recover 
all  of  the  lending  business  that  it  has  lost  over  a  longer 
period  to  the  commercial  paper  market  and  to  finance 
companies  and  other  nonbank  lenders. 

And  part  of  the  decline  is  undoubtedly  due  to  increased 
government  oversight  of  bank  lending.  Changes  in 
banking  laws  and  supervisory  practices,  motivated  in 
large  part  by  the  desire  to  reduce  the  risk  of  loss  to  the 
federal  deposit  insurance  system,  have  increased  the 
cost  of  making  loans  and  contributed  to  an  environment 
in  which  bankers  are  more  cautious  about  making 
loans. 


My  statement,  which  has  three  parts,  considers  these 
issues  further.  The  first  section  of  the  statement  char¬ 
acterizes  recent  trends  in  lending  and  government 
securities  purchases  by  banks,  drawing  on  the  data  the 
federal  financial  regulators  submitted  to  the  Subcom¬ 
mittee  last  month.  Although  the  data  submitted  to  the 
Subcommittee  cover  all  insured  banking  institutions, 
my  statement  will  focus  on  national  banks.  However, 
aggregate  patterns  of  national  bank  lending  tend  to 
closely  follow  trends  for  the  banking  industry  as  a 
whole.  The  section  will  describe  trends  for  the  national 
banking  industry  as  a  whole,  for  small  banks,  and  for 
banks  in  certain  regions  of  the  country.  Since  the  agen¬ 
cies  submitted  those  data,  additional  data  for  the  fourth 
quarter  of  1992  have  become  available,  and  those 
more  recent  numbers  are  included  in  this  discussion. 

The  second  section  discusses  factors  that  have  con¬ 
tributed  to  those  trends:  the  relative  profitability  of  in¬ 
vesting  in  securities  as  compared  with  bank  lending; 
the  decline  in  demand  for  bank  loans  and  the  increase 
in  banks’  preference  for  liquidity,  both  results  of  slower 
economic  growth;  and  increased  supervisory  scrutiny 
of  bank  lending  practices. 

The  third  section  describes  the  new  program  of 
regulatory  changes  to  improve  credit  availability,  which 
President  Clinton  announced  on  March  10.  The  pro¬ 
gram  addresses  concerns  that  regulatory  practices 
may  be  creating  an  environment  in  which  bankers  are 
discouraged  from  making  sound  loans.  The  Office  of 
the  Comptroller  of  the  Currency  (OCC),  along  with  the 
other  federal  financial  regulators,  is  taking  a  number  of 
steps  to  implement  the  President's  plan.  On  March  30, 
the  agencies  announced  changes  to  eliminate  un¬ 
necessary  documentation  requirements  for  strong  and 
well-managed  banks  lending  to  small-  and  medium¬ 
sized  businesses.  The  agencies  plan  to  complete  the 
remaining  changes  outlined  in  the  President's  program 
within  the  next  few  months. 

Trends  in  Lending  by  National  Banks 

After  rising  in  the  1980s,  aggregate  national  bank  lend¬ 
ing  has  decreased  over  the  past  two  years  by  $85 
billion,  or  6.7  percent.  In  the  fourth  quarter  of  1992,  the 
volume  of  loans  held  by  national  banks  declined  for  the 
ninth  straight  quarter.  There  are  signs,  however,  that  the 
decline  in  the  volume  of  loans  may  be  slowing  as 
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economic  conditions  improve  The  decrease  in  lending 
in  the  fourth  quarter  of  1992  was  the  smallest  in  eight 
quarters. 

Although  the  aggregate  trends  in  lending  by  national 
banks  illustrate  general  patterns,  they  mask  several 
significant  underlying  trends.  Over  the  past  two  years, 
64  percent  of  all  national  banks  have  increased  the  size 
of  their  loan  portfolios,  with  the  median  bank  increasing 
its  loan  portfolio  by  over  6  percent.  Thus,  the  decline  in 
lending  was  confined  to  only  slightly  more  than  one- 
third  of  all  national  banks. 

Moreover,  the  lending  decline  has  not  been  uniform 
across  all  types  of  loans,  all  sizes  of  banks,  or  all  regions 
of  the  country.  Two  categories  of  loans  account  for  most 
of  the  decline  commercial  and  industrial  loans  and  real 
estate  construction  loans.  When  disaggregated  by 
bank  size,  the  data  show  that  the  rate  of  decline  in  loan 
volume  over  the  past  two  years  was  even  higher  at 
smaller  banks  than  at  larger  banks. 

In  addition,  certain  regional  trends  are  significant:  most 
of  the  lending  decline  has  been  concentrated  in  certain 
areas  of  the  country  —  most  notably  New  England  and 
California  —  that  are  recovering  from  overbuilding  in 
real  estate  that  occurred  during  the  1980s.  As  those 
markets  recover,  we  expect  banks  in  those  regions  to 
increase  their  lending. 

Trends  by  Type  of  Bank  Loan 

As  noted  above,  the  contraction  in  lending  by  national 
banks  has  not  been  uniform  across  all  loan  categories. 
Commercial  and  industrial  lending,  which  has  fallen  for 
the  past  1 1  quarters,  has  declined  the  most  dramatical¬ 
ly.  Commercial  and  industrial  loans  by  national  banks 
fell  by  $59  billion,  or  15  percent,  during  that  period, 
although  the  half-billion  dollar  decline  in  commercial 
and  industrial  lending  in  the  fourth  quarter  of  1 992  was 
the  smallest  since  the  second  quarter  of  1990. 

By  contrast,  real  estate  loan  volume,  which  now  accounts 
for  42  percent  of  total  loans  made  by  national  banks,  has 
fallen  for  only  three  consecutive  quarters.  The  amount  of 
the  decline  has  been  $5. 1  billion,  or  only  one  percent,  from 
the  peak  of  $506  1  billion  in  the  second  quarter  of  1991. 
In  the  last  two  quarters  of  1 992,  consumer  loans  made  by 
national  banks  rose  by  $2.3  billion. 

The  general  category  of  real  estate  loans  includes  real 
©state  construction  loans,  commercial  mortgage  loans, 
and  loans  for  one-  to  four  family  mortgages,  which  have 
exhibited  separate  trends.  The  recent  decline  in  real 
estate  lending  by  national  banks  has  been  dominated 
by  the  decline  in  real  estate  construction  lending  The 
of  real  estate  construction  loans  held  by  nation¬ 


al  banks  has  decreased  for  13  straight  quarters,  falling 
by  almost  half,  from  a  peak  of  $89.2  billion  in  the  third 
quarter  of  1 989  to  $47. 1  billion  at  the  end  of  1 992.  This 
decline  accounts  for  a  substantial  fraction  of  the  overall 
decline  in  bank  lending.  Commercial  mortgages,  which 
make  up  29  percent  of  real  estate  loans  made  by 
national  banks,  peaked  in  the  second  quarter  of  1991 
and  have  since  fallen  by  $3.1  billion  to  the  year-end 
level  of  $142.5  billion.  By  contrast,  the  volume  of  one- 
to  four-family  mortgage  loans  held  by  national  banks 
increased  by  $4.7  billion  in  the  fourth  quarter  of  1992, 
to  an  all-time  high  of  $267.8  billion. 

Lending  Trends  by  Bank  Size 

As  mentioned  previously,  the  rate  of  decline  in  loan 
volume  was  sharply  higher  at  smaller  banks  than  at 
larger  banks.  Over  the  past  four  years,  the  volume  of 
loans  held  by  national  banks  with  less  than  $100  million 
in  assets  has  declined  by  21 .8  percent.  In  part,  this  can 
be  explained  by  industry  consolidation.  Total  assets  for 
banks  in  this  size  group  have  declined  by  1 7.8  percent, 
but  that  largely  reflects  banks  moving  out  of  this  size 
group  through  merger,  rather  than  loss  of  assets.  How¬ 
ever,  the  volume  of  commercial  and  industrial  loans  by 
these  banks  has  fallen  more  sharply  than  assets.  The 
ratio  of  commercial  and  industrial  lending  to  assets  has 
declined  over  the  past  four  years  from  1 1 .5  percent  to 
8.6  percent,  suggesting  that  these  banks  have  become 
less  competitive  in  providing  this  kind  of  short-term 
financing. 

Regional  Trends  in  Bank  Lending 

Most  of  the  aggregate  decline  in  lending  has  occurred  in 
the  Northeast  and  West.  Since  the  third  quarter  of  1990, 
national  bank  loan  volume  fell  by  $53.7  billion  in  the 
Northeast  and  by  $35.6  billion  in  the  West.  Elsewhere  in 
the  country,  loan  volume  has  actually  risen.  Lending 
patterns  in  the  Northeast  and  West  have  been  dominated 
by  lending  decreases  in  New  England  and  California, 
which  have  recently  experienced  economic  problems, 
due  in  part  to  overbuilding  in  local  real  estate  markets. 

The  decline  in  aggregate  commercial  and  industrial 
lending  has  also  been  concentrated  in  the  Northeast 
and  West,  but  to  a  lesser  degree.  Over  the  past  1 1 
quarters,  the  volume  of  national  bank  commercial  and 
industrial  loans  has  declined  by  $26.2  billion  in  the 
Northeast,  by  $16.3  billion  in  the  West,  and  by  $16.4 
billion  elsewhere  in  the  country. 

Trends  in  Investment  Securities  Holdings  by  National 
Banks 

Although  the  decline  in  lending  over  the  past  two  years 
has  been  concentrated  in  36  percent  of  national  banks, 


many  of  them  in  the  Northeast  and  West,  the  increase 
in  investment  security  holdings  by  national  banks  has 
been  much  more  widespread.  Over  the  past  two  years, 
77  percent  of  national  banks  increased  their  holdings 
of  investment  securities.  Moreover,  bank  investment 
security  holdings  have  increased  in  all  regions  of  the 
country,  and  across  all  size  groups  of  banks. 

National  banks  have  increased  their  securities  holdings 
for  eight  consecutive  quarters,  from  $313  billion  in  the 
fourth  quarter  of  1 990  to  $404  billion  at  the  end  of  1 992, 
an  increase  of  29  percent.  Investment  securities  now 
comprise  20.2  percent  of  national  banks’  assets. 
Growth  in  holdings  of  Treasury  securities  has  been 
especially  rapid.  Between  the  fourth  quarter  of  1990 
and  the  fourth  quarter  of  1992,  the  volume  of  Treasury 
securities  in  bank  portfolios  increased  by  76  percent, 
from  $71.9  billion  to  $127.4  billion.  Treasury  securities 
now  account  for  6.4  percent  of  bank  assets. 

Not  all  of  the  increase,  however,  represents  a  shift  away 
from  lending  to  the  private  sector.  More  than  half  of  the 
total  increase  in  national  banks  securities  holdings 
consists  of  mortgage-backed  securities,  which  are 
securitized  home  mortgage  loans.  National  bank  hold¬ 
ings  of  mortgage-backed  securities  increased  by  $53 
billion  over  the  past  two  years  to  $178  billion,  or  8.9 
percent  of  bank  assets.  Investing  in  mortgage-backed 
securities  enables  banks  to  provide  credit  indirectly  to 
home  buyers  while  improving  their  asset  liquidity. 

Analysis  of  Trends 

A  number  of  factors  underlie  the  trends  just  described. 
Economic  conditions  have  certainly  affected  banks’ 
behavior.  In  the  current  environment,  securities  offer 
relatively  attractive  yields.  The  recent  slowdown  in 
economic  growth  has  decreased  lending  oppor¬ 
tunities,  in  some  regions  of  the  country  more  than 
others.  Moreover,  banks  are  increasing  the  liquidity  of 
their  assets  by  increasing  their  holdings  of  securities, 
as  they  have  historically  done  during  periods  of  greater 
economic  uncertainty. 

Recent  decreases  in  bank  lending  also  reflect  underly¬ 
ing  structural  changes.  For  years,  large  banks  have 
been  losing  short-term  loan  customers  to  the  commer¬ 
cial  paper  market.  Smaller  banks  have  also  lost  market 
share  to  finance  companies  and  foreign  lenders. 

Recent  changes  in  bank  regulation  and  supervision, 
which  have  been  largely  motivated  by  an  increased 
desire  to  protect  the  safety  and  soundness  of  the  bank¬ 
ing  system  and  the  deposit  insurance  funds,  have 
undoubtedly  affected  bank  lending  patterns.  For  ex¬ 
ample,  certain  provisions  of  the  banking  laws  that  were 
passed  in  1989  and  1991  have  created  pressures  for 


banks  to  increase  their  capital,  added  new  regulatory 
requirements  that  raise  the  relative  cost  of  bank  lend¬ 
ing,  and  provided  incentives  for  banks  to  increase  their 
liquidity. 

Profitability  of  Loans  versus  Securities 

When  banks  evaluate  alternative  investment  decisions, 
such  as  whether  to  purchase  securities  or  increase 
lending,  they  consider  the  relative  return  that  they  ex¬ 
pect  to  receive  from  the  two  alternatives.  We  estimate 
that  throughout  most  of  1992,  banks  could  expect  to 
receive  a  slightly  higher  risk-adjusted  return  on  equity 
from  the  purchase  of  a  one-year  Treasury  security  than 
from  a  one-year  corporate  loan.  This  result  is  due  to  two 
factors.  The  high  loss  rates  experienced  on  commercial 
loans  in  recent  years  have  decreased  the  expected 
return  to  bank  lending.  In  addition,  the  differences 
between  short-term  and  medium-term  yields  have 
been  unusually  large,  making  investments  in  medium- 
term  Treasury  securities  more  attractive  than  invest¬ 
ments  in  shorter-term  commercial  loans. 

Banks’  Increased  Demand  for  Liquidity 

The  recent  slowdown  in  economic  growth  has  given 
banks  certain  incentives  to  increase  the  liquidity  of  their 
assets.  When  economic  activity  slows,  payments  on 
bank  loans  are  often  interrupted  or  delayed,  and  banks 
sometimes  find  that  it  is  more  difficult  to  meet  their 
deposit  obligations.  Also,  secondary  markets  for  bank 
loans  tend  to  become  less  liquid.  Banks  tend  to 
respond  to  these  changes  by  increasing  their  holdings 
of  more  liquid  investment  securities. 

However,  this  increased  preference  for  liquidity  does 
not  necessarily  come  entirely  at  the  expense  of  lending. 
As  noted  above,  increased  holdings  of  mortgage-back¬ 
ed  securities  account  for  more  than  half  of  the  increase 
in  banks’  securities  holdings  over  the  past  two  years. 
Mortgage-backed  securities  enable  banks  to  make 
financing  available  to  markets  while  also  increasing 
balance  sheet  liquidity. 

Cyclically  Weak  Loan  Demand 

A  significant  portion  of  the  decrease  in  short-term  bank 
lending  stems  from  cyclically  weak  loan  demand 
During  periods  of  slower  economic  growth,  fewer 
profitable  opportunities  for  business  start-ups  or  ex¬ 
pansion  are  available.  Firms  are  less  willing  to  invest  in 
capital  improvements  or  to  increase  their  inventories 
Consequently,  the  demand  for  short-term  credit,  includ¬ 
ing  bank  credit,  declines.  We  expect  bank  lending  will 
increase  as  the  economy  continues  to  expand  and  as 
individual  real  estate  markets  continue  to  recover  The 
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improvement  in  lending  statistics  for  the  fourth  quarter  of 
1992  may  already  reflect  improved  economic  conditions. 

Structural  Changes  in  Loan  Demand 

The  demand  for  bank  loans  —  in  particular,  commercial 
and  industrial  loans  —  has  also  declined  as  part  of  a 
long-term  trend,  as  seekers  of  short-term  credit  have 
turned  to  the  commercial  paper  market,  to  finance 
companies,  and  to  foreign  lenders.  In  1952,  commer¬ 
cial  banks  had  an  89  percent  share  of  the  short-term 
loan  market;  today,  their  share  is  only  58  percent.  By 
contrast,  since  1952,  the  percentage  of  short-term 
credit  financed  by  commercial  paper  has  increased 
from  1.4  percent  to  11.7  percent,  finance  companies’ 
share  of  the  market  has  increased  from  5.8  percent  to 
16.5  percent,  and  foreign  lenders  have  increased  their 
share  from  0  percent  to  8.3  percent. 

The  Effect  of  Bank  Regulation  on  Lending 

In  the  past  three  years,  the  Congress  has  made  sweep¬ 
ing  changes  in  banking  laws,  motivated  in  large  part  by 
the  desire  to  reduce  the  risk  of  loss  to  the  federal 
deposit  insurance  system.  At  the  same  time,  the  federal 
regulatory  agencies,  seeking  to  avoid  a  repetition  of  the 
large  loan  losses  suffered  in  recent  years  by  the  institu¬ 
tions  they  supervise,  have  increased  the  intensity  of 
supervisory  oversight.  These  changes  have  undoub¬ 
tedly  raised  the  cost  of  making  loans  and  contributed 
to  an  environment  in  which  bankers  are  more  cautious 
about  making  loans. 

I  will  cite  just  three  examples:  appraisal  requirements, 
restrictions  on  sources  of  liquidity,  and  supervisory 
pressure  on  loan  loss  reserves. 

Appraisal  requirements.  Congress  expanded  require¬ 
ments  for  appraisals  supporting  real  estate  loans  in 
response  to  the  role  of  fraudulent  appraisals  in  the 
recent  thrift  crisis.  Although  accurate  appraisals  are  an 
essential  part  of  sound  credit  underwriting,  excessively 
broad  or  detailed  appraisal  requirements  add  unneces¬ 
sarily  to  the  cost  of  making  loans.  They  can  also  con¬ 
tribute  to  an  environment  in  which  loan  documentation 
receives  more  attention  than  the  borrower's  actual 
creditworthiness,  with  the  result  that  loans  that  might  be 
fully  justified  on  the  basis  of  the  borrower's  character 
are  rejected  because  of  relatively  unimportant  gaps  in 
documentation. 


Restrictions  on  sources  of  liquidity  Recent  legislation 
has  restricted  banks'  use  of  brokered  deposits,  inter¬ 
bank  liabilities,  and  the  Federal  Reserve  Board's  dis¬ 
count  loan  window  Such  provisions  reduce  the 
exposure  of  the  federal  deposit  insurance  fund  to  loss 


the  event  that 


it  a  bank  fails,  but  they  also  diminish  the 


bank's  sources  of  liquidity,  and  may  therefore  lead 
banks  to  increase  the  liquidity  of  their  assets  by  holding 
more  investment  securities. 

Supervisory  pressure  on  credit  evaluation.  The  recent 
recession  and  the  overbuilding  of  commercial  real  es¬ 
tate  markets  in  many  parts  of  the  country  have  impaired 
the  quality  of  many  banks’  loan  portfolios.  In  response, 
bank  examiners  have  increased  their  criticism  of  loans 
and  required  banks  to  make  larger  additions  to  their 
loan  loss  reserves  in  order  to  reflect  the  reduced  credit 
quality.  We  have  made  every  effort  to  communicate  to 
banks  that  we  do  not  want  to  discourage  them  from 
making  loans  to  creditworthy  borrowers.  It  is  to  be 
expected,  however,  that  some  bank  officers,  who  have 
had  large  volumes  of  their  loans  written  off,  will  seek  to 
avoid  a  repetition  of  that  experience  by  becoming  more 
cautious  about  making  loans.  It  is  also  to  be  expected 
that  some  bank  examiners,  who  have  seen  banks  they 
supervise  incur  large  loan  losses,  will  seek  to  avoid  a 
repetition  by  administering  examination  standards 
more  stringently. 

The  OCC  is  deeply  concerned  about  the  effects  of  bank 
regulation  on  credit  availability,  particularly  for  small- 
and  medium-sized  businesses,  which  rely  heavily  on 
bank  loans  to  obtain  operating  capital  and  financing  for 
expansion.  We  are  committed  to  expanding  credit 
availability,  while  maintaining  the  safety  and  soundness 
of  the  banking  system. 

To  that  end,  we  are  working,  along  with  the  other  federal 
financial  regulators,  to  implement  the  President's  new 
program  of  regulatory  and  other  administrative  chan¬ 
ges.  The  program  is  designed  to  ensure  that,  as  the 
economy  improves  and  loan  demand  expands,  banks 
are  able  to  take  full  advantage  of  increased  loan  oppor¬ 
tunities  without  unnecessary  regulatory  impediments. 

Agency  Actions  to  Implement  the  President’s 
Program 

On  March  10,  President  Clinton  announced  a  program 
of  regulatory  and  administrative  changes  directed  at 
improving  the  flow  of  credit,  particularly  to  small-  and 
medium-sized  business.  The  OCC,  the  Federal  Deposit 
Insurance  Corporation,  the  Board  of  Governors  of  the 
Federal  Reserve  System,  and  the  Office  of  Thrift  Super¬ 
vision  jointly  issued  a  policy  statement  that  describes 
the  steps  we  will  take  to  implement  the  program.  The 
agencies  expect  to  complete  virtually  all  of  the 
proposed  changes  within  the  next  few  months. 

The  President's  program  includes  initiatives  in  five 
areas:  lending  to  small-  and  medium-sized  businesses, 
real  estate  lending  and  appraisals,  appeals  of  examina¬ 
tion  decisions  and  complaint  handling,  examination 


processes  and  procedures,  and  paperwork  and 
regulatory  burden. 

Lending  to  Small-  and  Medium-Sized  Businesses 

On  March  30,  the  agencies  issued  new  guidelines  that 
make  it  clear  that  eligible  banks  may  take  into  account 
a  borrower's  reputation  and  character,  as  well  as  his  or 
her  financial  condition  and  the  value  of  collateral,  in 
making  credit  decisions. 

Under  the  new  guidelines,  banks  with  regulatory 
ratings  of  1  or  2  and  with  adequate  capital  will  now  be 
able  to  make  and  carry  some  loans  to  small-  and 
medium-sized  businesses  and  farms  with  only  minimal 
documentation.  The  total  of  such  loans  at  an  institution 
will  be  limited  to  an  amount  equal  to  20  percent  of  its 
total  capital,  and  each  loan  is  subject  to  a  maximum 
loan  size  of  $900,000  or  3  percent  of  the  bank's  total 
capital,  whichever  is  less.  Eligible  banks  will  be  en¬ 
couraged  to  make  these  loans  based  on  their  own  best 
judgment  as  to  the  creditworthiness  of  the  loans  and 
the  necessary  documentation.  The  loans  will  be 
evaluated  solely  on  the  basis  of  performance  and  will 
be  exempt  from  examiner  criticism  of  documentation. 

The  agencies  also  plan  to  clarify  the  examination  and 
rating  procedures  relating  to  the  Other  Assets  Especial¬ 
ly  Mentioned  category  of  loans  so  that  such  loans  are 
not  improperly  grouped  with  classified  loans. 

Appraisals  and  Real  Estate  Lending 

Because  small  businesses  often  have  few  tangible 
assets,  their  owners  often  secure  their  loans  with 
mortgages  on  their  places  of  business  or  their  homes, 
even  though  the  source  of  repayment  is  the  cash  flow 
from  the  business.  Under  current  regulations,  if  the  loan 
is  for  an  amount  greater  than  $100,000,  the  borrower 
must  get  a  formal  real  estate  appraisal  from  a  licensed 
or  certified  appraiser.  This  requirement  may  make  it 
unprofitable  for  banks  to  make  those  small  business 
loans.  Accordingly,  the  agencies  will  alter  appraisal 
requirements  for  real  estate  securing  small  business 
loans.  The  agencies  will  also  make  changes  in  account¬ 
ing  rules  to  facilitate  financing  to  borrowers  who  wish 
to  purchase  foreclosed  real  estate,  and  other  changes 
to  ensure  that  real  estate  collateral  is  not  undervalued 
in  loan  transactions. 

Appeals  and  Complaints 

Under  the  new  program,  each  agency  will  take  steps 
to  ensure  that  its  appeals  process  is  fair  and  effective. 
In  particular,  each  agency  will  ensure  that  its  appeals 


process  provides  a  fair  and  speedy  review  of  examina¬ 
tion  complaints,  and  that  there  is  no  retribution  against 
either  the  bank  or  the  examiner  as  the  result  of  an 
appeal.  At  the  same  time,  we  are  reviewing  our  com¬ 
plaint  processes,  which  we  use  to  handle  more  general 
complaints  from  the  public  and  from  banks,  to  improve 
the  care  with  which  complaints  are  scrutinized  and  the 
timeliness  of  responses. 

Examination  Process  and  Procedures 

The  new  program  aims  to  minimize  costs  that  the 
examination  process  imposes  on  regulated  institutions 
In  particular,  the  agencies  will:  (1)  eliminate  duplication 
in  examinations  by  multiple  agencies,  unless  clearly 
required  by  law,  (2)  increase  coordination  of  examina¬ 
tions  among  agencies  when  duplication  is  required, 
and  (3)  establish  procedures  to  centralize  and  stream¬ 
line  examination  in  multibank  organizations. 

Continuing  Efforts  and  Reducing  Burden 

The  agencies  will  work  to  develop  common  standards 
for  determining  when  delinquent  loans  that  have  been 
partially  charged  off  may  be  returned  to  accrual  status. 
The  agencies  will  continue  to  review  all  paperwork 
requirements  to  eliminate  duplication  and  other  exces¬ 
ses  that  do  not  contribute  to  safety  and  soundness,  and 
review  all  regulations  and  interpretations  to  minimize 
burden  while  maintaining  safety  and  soundness  stand¬ 
ards. 

Conclusion 

The  recent  decreases  in  bank  lending  and  increases  in 
bank  securities  holdings  can  be  attributed  to  several 
factors.  The  relative  profitability  of  investing  in 
securities  as  compared  with  bank  lending  has  in¬ 
creased,  the  recent  slowdown  in  economic  growth  has 
increased  banks’  demand  for  liquidity  while  decreasing 
the  demand  for  short-term  credit,  structural  changes 
have  decreased  banks'  share  of  the  short-term  market 
for  credit,  and  certain  laws  and  supervisory  practices 
may  have  discouraged  banks  from  making  loans  to 
some  creditworthy  borrowers. 

We  are  working  to  ensure  that  we  do  not  impose  un¬ 
necessary  impediments  to  bank  lending.  The 
President’s  program  to  improve  the  availability  of  credit, 
which  we  are  implementing  with  the  other  federal  finan¬ 
cial  regulators,  is  an  important  step  in  this  process.  Our 
goal  is  to  ensure  that  OCC  policies  are  not  diminishing 
banks'  ability  to  make  sound  loans  as  the  economy 
recovers. 
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Remarks  by  Donald  G.  Coonley,  Chief  National  Bank  Examiner,  before  the  BAI 
National  Loan  Review  Conference,  on  the  role  of  loan  review,  Nashville, 
Tennessee,  April  19,  1993 


It  is  a  pleasure  to  be  with  you  today  to  discuss  how  the 
OCC  views  the  role  of  loan  review  and  its  affect  on  future 
examinations.  The  last  few  years  have  been  a  time  of 
rapid  change  and  difficulties  for  the  banking  and  thrift 
industries—  lots  of  problems—  lots  of  talk  about 
problems  —  real  estate,  capital,  laws,  burden,  ex¬ 
aminers  —  but  at  least  one  positive  in  all  this  is  the 
refocus  on  loan  review.  The  difficulties  of  the  1980s 
made  everyone  realize  the  importance  of  loan  review. 

I  want  to  talk  today  about  working  together.  To  some 
extent,  bankers  and  examiners  should  have  different 
points  of  view.  But  that  does  not  mean  they  should  not 
work  together.  And  one  good  reason  is  to  reduce 
regulatory  burden. 

Regulatory  burden  is  expensive  for  all  of  us.  We  all  need 
to  work  to  reduce  that  burden.  It  can  be  done  if  we  as 
regulators  can  place  more  reliance  on  the  work  of 
others.  And  for  that  to  happen,  bankers  need  to  know 
what  expectations  regulators  have  —  especially  about 
loan  review. 

This  conference  is  one  excellent  method  of  learning 
and  sharing  expectations.  Preconference  workshops 
have  already  looked  at  risk  rating  systems  and  using 
migration  analysis  to  track  losses;  both  subjects  are  key 
to  a  successful  loan  review  system. 

What  are  our  expectations?  First,  we  expect  that  the 
bank's  systems  and  processes  monitor  the  policies  and 
procedures  set  by  the  board  and  monitor  compliance 
with  laws,  regulations,  and  OCC  policies. 

For  instance,  Banking  Circular  201  is  the  OCC’s  policy 
on  the  allowance  for  loan  and  lease  losses.  Banking 
Circular  201  requires  effective  loan  review  system  and 
controls  —  ones  that  identify,  monitor,  and  address 
asset  quality  problems  in  an  accurate  and  timely  man¬ 
ner,  that  are  responsive  to  changes  in  internal  and 
external  factors  affecting  credit  risk,  and  that  ensure 
timely  charge-offs. 

As  you  can  see,  we  have  high  expectations.  We  believe 
loan  review  is  critical  —  indeed  critical  to  the  well-being 
of  the  bank  and  critical  to  reducing  regulatory  burden. 

We  have  always  encouraged  banks  to  implement  an 
effective  loan  review  system  —  certain  provisions  of 
FDICIA  will  all  but  require  it.  For  some  banks  these  new 


requirements  may  mean  a  substantial  increase  in  cost 
for  internal  and  external  audit  work. 

But  before  I  talk  about  the  impact  of  FDICIA  on  loan 
review,  I  want  to  speak  a  few  minutes  more  about  the 
basics  of  loan  review.  It  never  hurts  to  reemphasize 
important  basic  rules. 

I  believe  an  effective  loan  review  starts  with  the  account 
officer.  Because  if  the  process  does  not  begin  until  an 
independent  team  of  people  looks  at  credit  files,  after 
the  fact,  then  it  is  already  too  late.  If  weaknesses  are 
caught  early,  credits  can  be  strengthened  to  prevent 
major  problems  from  developing  or  losses  from  occurring. 

The  independent  loan  review  should  provide  an  un¬ 
biased  assessment  of  the  quality  of  the  loan  portfolio. 
In  addition  to  grading  individual  credits  sampled,  a 
good  loan  review  will  perform  several  other  functions. 

It  will  incorporate  procedures  to  determine  if  loan 
policies  are  being  followed.  It  will  determine  the  effec¬ 
tiveness  of  administrative  controls.  And  it  will  show  the 
accuracy  of  the  loan  officer’s  assessment  of  his  or  her 
portfolios  of  loans. 

It  is  important  that  loan  review  be  a  balanced  review  — 
neither  too  harsh  nor  too  lenient.  There  are  obvious 
reasons  for  this,  effects  on  earnings  for  instance.  But 
there  is  another  reason  —  perhaps  not  so  obvious  — 
the  effects  on  credit  availability. 

Loan  officers,  loan  reviewers,  and  examiners  all  have  a 
role  to  play  in  credit  availability.  Sometimes  we  impact 
credit  availability  separately,  each  adding  another 
layer;  other  times  we  do  it  together. 

Balance  is  crucial.  An  overly  lenient  loan  review  can 
result  in  significant  loan  losses,  even  bank  failure.  An 
overly  strict  loan  review  can  result  in  lost  earnings  or 
market  share  and  can  cause  future  problems. 

So  a  good  loan  review  should  identify  those  loan  of¬ 
ficers  who  are  not  properly  assessing  their  credits  - 
whether  too  conservative  or  too  liberal.  It  is  especially 
important  in  today's  environment  to  hit  the  right 
balance. 

In  today’s  environment  —  following  a  real  estate  crisis 
that  resulted  in  huge  losses  and  many  lenders  losing 
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their  jobs  —  and  with  more  congressional  and  public 
scrutiny  on  banks  than  ever  before  —  any  credit  that 
has  a  risk  of  being  criticized  by  the  loan  reviewer  or  the 
examiner  may  not  even  be  made.  In  fact,  the  loan  officer 
may  be  afraid  to  make  any  but  the  best  loan. 

Even  if  loans  with  reasonable  risks  are  made,  overclas- 
sification  by  loan  reviewers  or  examiners  can  result  in 
reduced  earnings,  which  reduces  the  money  available 
to  make  more  loans.  Thus,  bankers,  loan  reviewers,  and 
examiners,  either  individually  or  collectively,  can  cause 
unnecessary  credit  contraction 

So  we  have  to  be  careful  to  be  right.  Not  to  be  tough, 
not  to  forbear,  but  to  be  right  That  is  the  reason  why  the 
regulators,  under  the  President’s  credit  availability  pro¬ 
gram,  are  reviewing  the  definition  and  application  of  our 
loan  grading  system,  especially  Other  Assets  Especial¬ 
ly  Mentioned  (Special  Mention  for  short).  Our  current 
definition  is  broad,  and  in  some  banks,  two  or  three 
gradings  can  end  up  in  the  regulator's  special  mention 
category. 

Moreover,  in  today's  difficult  environment,  loan  officers, 
loan  reviewers,  and  examiners,  uncertain  about  a 
credit,  may  place  it  in  special  mention.  That  may  not 
seem  a  big  issue,  but  it  may  well  be. 

A  special  mention  credit  is  “tainted"  and  therefore 
suffers  the  results  I  mentioned  earlier.  It  requires  a 
larger  allowance  than  pass  credits  and  increases 
criticized  loan  totals.  Management's,  directors', 
shareholders',  regulators',  and  the  public’s  view  of  the 
bank  is  adversely  affected  by  the  resultant  inaccurate 
financial  statement. 

Therefore,  it  is  important  that  a  good  loan  review  system 
have  clear  levels  of  distinction  in  the  loan  grading 
system  We  use  five:  pass,  special  mention,  substan¬ 
dard,  doubtful,  and  loss.  There  is  nothing  magic  about 
five  categories.  More  categories  or  fewer  are  just  as 
good  What  is  important  is  to  make  certain  that  the 
examiners  understand  how  your  grading  system  works. 

For  example,  if  some  levels  of  your  grading  system 
function  as  "pass  and  watch"  categories,  that  should 
be  brought  to  our  attention  These  loans  probably  do 
not  warrant  criticism  by  examiners. 

r'ot  another  reason  to  obtain  examiner  understanding 
and  acceptance  of  your  grading  system  is  to  make  the 
Internal  Revenue  Service  happy.  Banks  wishing  to  con- 
f°rm  thc>  timing  of  their  tax  accounting  for  charge-offs 
//'th  their  regulatory  accounting  must  obtain  a  letter 
"  their  primary  federal  regulator.  This  letter,  called 
s  r  ^termination  L  etter,  must  indicate  that  the 


bank  maintains  loan  loss  classification  standards  con¬ 
sistent  with  regulatory  standards. 

This  means  that  another  function  of  loan  review  is  to  test 
the  bank's  loan  loss  classification  standards  for  consis¬ 
tency  with  its  regulator's  standards. 

One  final  word  on  loan  grading  systems.  We  believe  it 
is  a  good  idea  to  test  those  systems.  One  test  is  to  track 
the  loans  internally  classified  over  time  to  see  how  they 
work  through  the  system.  Among  other  benefits,  track¬ 
ing  helps  assess  the  accuracy  and  timeliness  of  the 
loan  review. 

Examiners  also  assess  the  adequacy  of  the  bank's 
underwriting  standards  and  test  for  internal  compliance 
with  bank  policies.  Compliance  with  laws,  regulations, 
and  OCC  issuances  is  reviewed  as  well. 

A  policy  exception  or  violation  of  law  is  not  cause  by 
itself  for  classifying  an  individual  loan.  For  example,  a 
real  estate  loan  with  a  higher  loan-to-value  ratio  than 
the  real  estate  lending  guidelines  recommend  is  not 
necessarily  a  problem  loan. 

When  reviewing  such  a  loan,  internal  loan  review 
should  determine  whether  the  loan  was  approved  ac¬ 
cording  to  established  procedures  and  was  a  justified 
credit  risk.  Our  examiners  are  expected  to  do  the  same. 

Similarly,  a  violation  may  exist  as  a  result  of  not  obtain¬ 
ing  a  proper  appraisal  for  a  real  estate  loan.  This  does 
not  mean  that  the  loan  itself  is  a  problem.  More  than 
likely,  it  is  an  indication  that  something  in  the  bank’s 
system  for  obtaining  appraisals  failed. 

When  all  is  said  and  done,  the  key  ingredient  for  suc¬ 
cess  of  loan  review  is  the  commitment —  commitment 
from  the  bank's  management  and  board  of  directors  to 
make  it  work.  That  means  that  credit  review  needs  to 
be  an  integral  part  of  the  bank's  decision-making 
process. 

Reports  from  the  loan  review  process  must  be  reviewed 
and  discussed  at  the  board  level.  A  commitment  for 
corrective  action  must  come  from  the  senior  lending 
officials.  But  it  is  not  enough  for  loan  review  personnel 
to  report  on  the  asset  quality  —  they  should  have  the 
authority  to  analyze  trends  and  investigate  root  causes 
of  problems. 

For  many  banks,  the  concepts  I  have  discussed  today 
may  go  well  beyond  the  role  of  their  current  loan  review 
process.  However,  I  believe  that  bankers  should  adapt 
their  loan  review  process  to  broaden  and  empower  it, 
if  for  no  other  reason  than  as  a  result  of  section  1 12  of 


the  Federal  Deposit  Insurance  Corporation  Improve¬ 
ment  Act. 

This  section  of  FDICIA  will  mandate  certain  audit  pro¬ 
cedures  for  all  banks  over  $150  million  in  size.  Exactly 
what  those  procedures  will  be  is  yet  to  be  decided,  but 
there  will  be  new  requirements.  One  thing  is  apparent, 
these  new  requirements  will  increase  the  cost  of  bank 
audits  and  may  increase  the  liability  of  bank  auditing 
firms.  The  only  question  is:  How  much? 

At  the  very  least,  some  banks  will  have  to  enhance  their 
reporting  systems  and  audit  trails.  This  will  be  neces¬ 
sary  to  facilitate  the  external  auditor's  testing  proce¬ 
dures  so  audit  costs  can  be  controlled. 

As  I  mentioned  earlier,  another  effect  of  FDICIA  is  that 
external  audit  firms  will  be  subject  to  closer  scrutiny  by 
examiners.  And  that  includes  being  subject  to  the 
OCC's  enforcement  actions,  which  are  publicly  dis¬ 
closed.  This  undoubtedly  will  change  the  environment 
in  which  bankers,  examiners,  and  external  auditors 
have  worked  in  the  past.  Because  of  these  changes,  it 
is  more  important  than  ever  for  the  examiner  and  the 
banker  to  have  meaningful,  two- way  discussions. 

I  cannot  stress  this  enough.  Bankers  should  not  hesitate 
to  openly  and  fully  discuss  any  disagreement  they 
might  have  with  the  examiner  over  loan  classifications 
or  other  examination  matters.  The  important  thing  is  to 
try  to  reach  an  agreement  about  what  problems  exist 
and  how  to  solve  them. 

In  the  last  three  years,  the  passage  of  the  Financial 
Institutions  Reform,  Recovery,  and  Enforcement  Act 
(FIRREA)  and  FDICIA  has  increased  the  power  of  the 
bank  and  thrift  regulators.  Civil  money  penalties  are 
possible  for  any  violation  of  law  or  regulation;  enforce¬ 
ment  actions  are  public;  we  can  dismiss  officers  and 
directors  and  censure  accountants  —  not  exactly  an 
environment  to  foster  open  communication. 

This  environment  creates  what  I  call  the  "cop 
syndrome.”  The  syndrome  can  manifest  itself  in  at  least 
two  ways.  In  one,  the  examiner  or  the  loan  reviewer, 
flushed  with  power,  becomes  unreasonable  or 
demanding.  Another  manifestation,  and  perhaps  more 
common  and  insidious,  is  the  loss  of  two-way  com¬ 
munication  —  loss  of  talking  about  the  problem  and 
how  to  solve  it  rather  than  perfunctorily  agreeing  just  to 
get  it  over  with. 

When  you  are  stopped  by  a  policeman  for  speeding, 
often  the  best  defense  is  being  very  polite  and  agree¬ 
able,  regardless  of  your  guilt  or  innocence  —  anything 


to  avoid  the  ticket.  The  same  can  happen  with  discus¬ 
sions  between  bankers  and  examiners  or  loan 
reviewers.  Just  agree,  do  not  argue,  get  it  over  with  and 
behino  you.  Avoid  a  worse  classification,  more  clas¬ 
sifications,  or  upsetting  the  examiner  or  loan  reviewer. 

This  places  the  banker  and  the  examiner  or  loan 
reviewer  in  an  untenable  situation,  fraught  with  risk  for 
incorrect  decisions.  No  one  is  perfect,  not  you,  certainly 
not  me,  not  even  examiners. 

If  the  banker  believes  the  examiner  made  errors  in 
his/her  assessment,  especially  if  the  error  is  significant 
enough  to  affect  the  overall  conclusion  reached  about 
the  quality  of  the  loan  portfolio,  it  should  be  appealed. 

If  agreement  cannot  be  reached  with  the  examiner,  we 
encourage  bankers  to  discuss  the  examination  findings 
with  their  examiner's  supervisory  office.  If  they  are  still 
not  satisfied,  the  OCC  has  an  alternative  appeal 
process.  In  fact,  we  are  going  to  improve  and  expand 
our  appeals  process  as  part  of  the  President’s  credit 
availability  program. 

Regardless  of  what  appeals  route  is  used,  there  will  not 
be  any  retribution.  I  do  not  believe  any  examiner  would 
practice  retribution,  but  I  hear  enough  from  bankers  to 
know  it  is  a  real  fear.  I  can  assure  you  that  OCC 
management  will  not  tolerate  retribution  in  any  form 
either  by  or  against  an  examiner. 

I  have  talked  about  some  of  the  requirements  of  a  good 
loan  review,  about  applying  loan  review  in  a  balanced 
manner,  about  open  communications  between  bankers 
and  regulators,  about  express  determination  letters, 
about  some  of  the  potential  impact  of  FDICIA  on  loan 
review,  and  about  an  expanded  role  for  loan  review  in 
today's  environment. 

Lots  of  issues,  lots  of  decisions  to  make,  but  one  thing 
is  certain  —  change.  The  nature  of  loan  review  is 
evolving  and  the  importance  of  developing  and  refining 
internal  systems  that  provide  accurate  and  timely  self- 
assessment  is  increasing. 

I  encourage  you  to  find  ways  to  improve  your  loan 
review  functions;  it  can  make  your  future  examinations 
and  external  audits  less  time-consuming  and  less  cost¬ 
ly.  As  I  said  earlier,  we  are  all  in  this  together. 

The  more  we  can  rely  on  you  and  your  auditors  to  test 
your  systems,  identify  your  problems,  and  correct  your 
weaknesses,  the  less  duplication  of  effort  will  be  neces¬ 
sary.  That  means  the  burden  will  be  lighter  on  you,  and 
on  us. 
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Statement  of  Susan  F.  Krause,  Senior  Deputy  Comptroller  for  Bank  Supervision 
Policy,  before  the  Subcommittee  on  General  Oversight,  Investigations,  and  the 
Resolution  of  Failed  Financial  Institutions  of  the  House  Committee  on  Banking, 
Finance,  and  Urban  Affairs,  on  community  development  lending  and  access  to 
financial  services  in  economically  deprived  areas,  Washington,  D.C., 

May  18,  1993 


Mr.  Chairman  and  members  of  the  Subcommittee,  i 
welcome  this  opportunity  to  appear  before  you  today 
on  behalf  of  the  Office  of  the  Comptroller  of  the  Curren¬ 
cy  (OCC)  to  discuss  the  problems  that  individuals  and 
businesses  in  many  poor  or  predominantly  minority 
communities  have  in  gaining  access  to  credit.  I  will  also 
describe  our  efforts  to  expand  the  opportunities  that 
individuals  and  businesses  in  those  communities  have 
to  gain  access  to  credit  and  other  financial  services. 

My  testimony  opens  with  a  discussion  of  some  specific 
barriers  to  credit  that  can  limit  access  to  credit  markets. 
The  Comptroller  is  committed  to  working  aggressively 
to  improve  access  to  credit  among  those  who  have 
been  traditionally  underserved  by  the  banking  industry; 
as  we  all  know,  a  bank  charter  requires  an  institution  to 
meet  the  convenience  and  needs  of  its  entire  local 
community.  Next,  my  testimony  describes  bank  par¬ 
ticipation  in  community  development  lending  and  ex¬ 
plains  banks’  responsibilities  to  meet  community  credit 
needs  under  the  Community  Reinvestment  Act  (CRA). 
The  testimony  also  reviews  some  community  develop¬ 
ment  lending  programs  that  financial  institutions  have 
initiated  through  regular  lending  initiatives  —  perhaps 
in  part,  because  of  their  responsibilities  under  the  CRA 
—  and  that  other  financial  institutions  may  wish  to  use 
to  improve  access  to  credit.  A  number  of  very  good 
programs  exist,  but  the  efforts  of  banks  to  date,  par¬ 
ticularly  in  light  of  their  responsibilities  under  the  CRA, 
have  not  been  nearly  enough.  Finally,  my  testimony 
describes  the  OCC's  Community  Development  Cor¬ 
poration  and  Investment  Program  and  efforts  we  are 
taking  to  inform  national  banks  about  this  program  and 
other  ways  that  banks  can  deliver  credit  and  capital  to 
areas  that  have  traditionally  been  underserved. 

Barriers  to  Gaining  Access  to  Credit  and  Financial 
Markets 

Many  communities,  especially  in  poor  rural  areas  and 
low-income  or  predominantly  minority  urban  neighbor¬ 
hoods,  have  a  pressing  need  for  banking  and  other 
financial  services.  In  many  low-income  areas,  check¬ 
cashing  stores  and  pawnshops  are  more  prevalent  than 
banks.  In  those  neighborhoods,  banking  products  and 
services  that  most  of  us  take  for  granted  —  convenient 
full-service  branches,  checking  accounts,  savings  ac¬ 


counts,  credit  cards,  small  business  loans,  and  home 
mortgage  loans  —  are  relatively  scarce.  Unfortunately, 
this  scarcity  contributes  to  the  persistence  of  poverty 
and  limits  the  realization  of  economic  opportunity. 

Many  factors  contribute  to  this  reality.  Crime,  unemploy¬ 
ment,  decaying  infrastructure,  a  scarcity  of  established 
businesses,  and  individuals  with  poor  or  limited  credit 
histories  no  doubt  discourage  banks  and  other  finan¬ 
cial  institutions  from  locating  in  poor  neighborhoods  or 
serving  their  financial  needs. 

In  the  recent  past,  the  financial  condition  of  many  banks 
—  especially  those  that  had  previously  lent  heavily  for 
commercial  real  estate  development  —  also  acted  as 
an  impediment  to  new  lending,  especially  lending  to 
low-  and  moderate-income  neighborhoods,  local  com¬ 
munity  development  lending,  and  affordable  housing 
lending.  Record  aggregate  profits  and  strong  improve¬ 
ments  in  capital  levels  and  credit  quality  in  1992,  how¬ 
ever,  suggest  that,  for  the  most  part,  the  banking 
industry  has  the  capacity  to  increase  its  lending  to 
economically  deprived  urban  and  rural  areas. 

Bank  lending  in  the  poorer  neighborhoods  is  critically 
important  for  economic  growth,  but  such  lending  can 
be  difficult  to  do  right.  Such  areas  are  often  charac¬ 
terized  by  large  numbers  of  potential  borrowers  with 
limited  personal  incomes,  limited  or  poor  credit 
records,  limited  knowledge  and  experience  with  tradi¬ 
tional  banking  products,  low  or  declining  property 
values,  or  business  profits  and  prospects  that  are 
below  those  found  in  economically  healthy  areas. 

A  relative  scarcity  of  housing  at  costs  affordable  to 
purchasers  or  renters  exacerbates  the  problems,  as  do 
the  heavy  debt  burdens  that  some  small  businesses 
would  incur  to  finance  property  improvements,  inven¬ 
tory  growth,  or  equipment  that  would  facilitate  expan¬ 
sion.  Even  normal  profitable  business  opportunities 
may  be  overlooked  by  banks  because  the  economic 
profile  of  the  area  seems  unattractive. 

Clearly,  therefore,  specialized  financing  and  organiza¬ 
tional  arrangements  are  necessary  to  meet  community 
credit  needs  in  poor  rural  and  low-  and  moderate-in¬ 
come  urban  markets.  This  includes  lending  tools  and 


59 


techniques  to  assist  borrowers  —  individuals,  busi¬ 
nesses,  and  governments  —  to  obtain  credit  under 
affordable  terms  and  conditions  and  expertise  to 
manage  responsibly  and  effectively  the  risks  and  trans¬ 
action  costs  associated  with  multifaceted  community 
development  lending.  This  is  especially  so  when  a 
borrower  or  project  cannot  meet  conventional  credit  or 
underwriting  standards.  In  such  instances,  a  bankmust 
take  further  steps,  usually  in  conjunction  with  other 
parties,  to  help  the  borrower  or  project  qualify  or  to 
reduce  risks  to  the  bank  to  manageable  levels. 

Some  financial  institutions  have  identified  community 
development  lending  as  a  profitable  endeavor  and 
have  tailored  products  and  services  to  help  meet  the 
needs  of  that  market.  We  hope  that  trend  will  grow.  To 
that  end,  the  new  Comptroller  of  the  Currency  will 
vigorously  encourage  national  banks  to  use  the  full 
extent  of  their  powers  to  provide  innovative  lending 
programs  and  investments  to  meet  credit  needs  that 
may  be  going  unmet.  He  is  deeply  committed  to  ex¬ 
panding  credit  availability,  particularly  for  those  areas 
traditionally  underserved  by  banks,  and  to  ensuring 
that  bank  regulations  do  not  inadvertently  limit  bank 
lending  for  community  development. 

Bank  Participation  in  Community  Development 
Activities 

In  1992,  the  OCC  surveyed  national  banks  to  arrive  at 
a  clearer  understanding  of  the  extent  of  their  participa¬ 
tion  in  community  development  activities.  Responses 
were  received  from  54  percent  of  all  national  banks. 
Most  of  the  2,028  banks  that  responded  to  the  survey 
reported  active  participation  in  community  develop¬ 
ment  lending  and  the  projects  and  programs  that  sup¬ 
port  that  type  of  lending.  Almost  all  of  the  responding 
national  banks  reported  involvement  in  some  aspect  of 
community  development  lending  from  marketing  to 
secondary  mortgage  market  participation. 

Almost  80  percent  of  responding  banks  said  they  made 
small  business  loans  for  commercial  and  industrial 
projects  and/or  for  construction  and  land  development 
during  the  six  preceding  years.  Almost  70  percent  of 
the  respondents  made  loans  secured  by  single-family 
residential  properties  in  low-  and  moderate-income 
areas,  and  a  like  number  offered  agricultural  lending  to 
small  farms. 

Almost  90  percent  of  the  respondents  participated  in 
federal  programs,  such  as  the  Small  Business  Ad¬ 
ministration  (SBA)  guaranteed  loan  program;  60  per¬ 
cent  participated  in  privately  funded  community 
;chanisms,  54  percent  participated  in 
4/  county,  or  state  programs  aimed  at  low-  and 


moderate-income  families;  and  almost  45  percent  par¬ 
ticipated  in  local  industrial  development  projects. 

In  the  survey,  national  banks  identified  many  benefits 
from  participation  in  community  development  activities. 
They  reported  more  profitable  lending  and  investment 
opportunities,  an  enhanced  image  in  the  community, 
improved  contact  with  the  public  sector  and  community 
leaders,  and  an  expanded  customer  base.  Despite 
those  benefits,  we  believe  that  the  continuing  paucity 
of  banking  services  in  many  poor  communities  —  rural 
and  urban  —  reveals  that  community  development 
activities  and  lending,  though  found  in  most  banks, 
actually  remain  quite  limited  in  the  majority  of  them. 

Indeed,  the  survey  respondents  reported  a  variety  of 
internal  and  external  obstacles  to  meeting  their  com¬ 
munity  development  goals.  Internal  obstacles  reported 
in  the  survey  included  limited  staff  training  and  exper¬ 
tise  in  community  development;  the  costs  of  ad¬ 
ministering  the  programs;  and  bank  credit  policies. 
External  obstacles  included  excessive  local  public 
sector  bureaucracy  and/or  the  complexity  of  federal, 
state,  or  local  programs;  federal  financial  regulatory 
constraints;  and  lack  of  local  leadership,  cooperation, 
and/or  public-partnership  capacity  (including  nonprofit 
organizations). 

The  Community  Reinvestment  Act  (CRA).  Overcoming 
these  barriers  will  not  be  easy,  but  the  CRA  was 
enacted  over  15  years  ago  to  help  overcome  these 
barriers  and  ensure  access  to  credit  and  capital,  even 
in  economically  disadvantaged  communities. 

Under  the  CRA,  insured  depository  institutions  — 
banks  and  thrifts  —  "have  a  continuing  and  affirmative 
obligation  to  help  meet  the  credit  needs  of  the  local 
communities  in  which  they  are  chartered.”  The  CRA  has 
undoubtedly  increased  the  availability  of  credit  and 
other  financial  services  to  low-  and  moderate-income 
communities  and  poor  rural  areas.  Community  or¬ 
ganizations,  for  example,  point  to  $30  billion  in  loan 
commitments  for  traditionally  underserved  areas  that 
are  attributable  to  agreements  they  have  reached  with 
banks  and  thrifts  as  a  result  of  the  CRA. 

Still,  only  minimal  improvements  in  the  economic  vitality 
of  poor  communities  are  noticeable.  Part  of  the  reason 
that  the  impact  of  the  CRA  has  been  limited  is  that  as 
important  as  banks  are  to  promoting  a  community's 
economic  growth,  alone  they  do  not  have  the  capacity  to 
resolve  all  of  the  problems  in  economically  distressed 
areas.  Many  economically  distressed  communities  have 
deteriorated  to  such  an  extent  that  some  banks  may  be 
reluctant  to  lend  before  assistance  from  local  govern¬ 
ments  or  other  sources  first  reverse  those  trends. 


The  impact  of  CRA  has  also  been  limited  by  our  ex¬ 
aminations  that  have  too  often  emphasized  process, 
documentation,  and  good  intentions  rather  than  actual 
lending  to  or  investments  in  low-  and  moderate-income 
neighborhoods  or  distressed  rural  communities.  To 
overcome  that,  the  Comptroller  is  committed  to 
developing  a  cadre  of  experienced  examiners  spe¬ 
cializing  in  consumer  compliance  and  the  CRA  who  will 
be  trained  to  emphasize  performance,  not  process,  in 
CRA  examinations.  In  addition,  more  specific  guidance 
from  the  agency  will  clarify  for  national  banks  the  ex¬ 
pectations  of  examiners  and  to  make  sure  that  CRA  is 
enforced  more  uniformly  throughout  the  national  bank¬ 
ing  system. 

Community  Development  Lending.  We  encourage  na¬ 
tional  banks  to  use  a  wide  range  of  community  develop¬ 
ment  structures  to  carry  out  activities  to  help  meet  their 
responsibilities  to  provide  credit  and  capital  to  their 
communities.  We  encourage  banks  to  make  commer¬ 
cial  and  residential  loans  in  economically  disad¬ 
vantaged  areas  as  they  would  in  any  other  and  to  offer 
special  in-bank  loan  products  that  are  aimed  at  serving 
these  markets  and  promoting  community  development. 
Many  banks  do  so  already  by  participating  in  govern¬ 
ment-guaranteed  loan  programs,  using  innovative  tar¬ 
geted  special  secondary  market  programs,  or  by 
developing  special  credit  products  and  assistance  for 
small  and  minority  business  owners  or  individuals  who 
need  assistance  in  applying  for  credit. 

We  also  encourage  participation  in  private  lending 
consortia.  A  consortium  allows  several  financial  institu¬ 
tions  to  pool  and  focus  their  financial  resources  on 
particular  community  development  problems;  share 
and  diversify  risks  associated  with  community  develop¬ 
ment  lending;  finance  projects  or  activities  in  which 
individual  institutions  may  have  little  experience  or  ex¬ 
pertise;  and  reduce  and  manage  transaction  costs 
through  the  use  of  professional  staff  experts  on  a 
shared-cost  basis.  The  loans  are  booked  with  the  par¬ 
ticipating  financial  institutions.  Private  lending  consor¬ 
tia  are  a  leading  external  community  development 
lending  structure  used  by  national  banks.  In  our  survey, 
489  national  banks  indicated  that  they  participated  in 
consortia  lending  programs. 

The  Community  Development  Corporation  and 
Investment  Program 

Many  banks  use  investment  structures  permitted  under 
the  Community  Development  Corporation  and  Invest¬ 
ment  Program  (CDC&I)  to  undertake  activities  which  go 
beyond  those  normally  permitted  for  commercial 
banks.  Because  of  legal  restrictions  that  otherwise 
apply,  both  community  development  corporations 
(CDCs)  and  community  development  (CD)  projects 


provide  national  banks  the  flexibility  to  address  com¬ 
munity  development  financing  needs  that  cannot  be 
met  directly  by  the  bank.  For  example,  national  banks 
can  purchase  the  stock  of  a  community  development 
organization,  provide  equity  to  low-income  housing 
projects,  make  second-position  loans  to  small  busi¬ 
nesses  that  clearly  do  not  meet  bank  lending  criteria, 
or  invest  in  less  than  investment  grade  securities  by 
participating  in  the  CDC&I  program. 

A  bank  CDC  can  be  either  a  for-profit  or  a  nonprofit 
corporation  established  by  one  or  more  financial  institu¬ 
tions,  or  by  financial  institutions  and  other  corporate 
and  individual  investors,  or  members.  CDCs  are  estab¬ 
lished  to  promote  housing  development,  economic 
growth  and  revitalization,  small  and  minority  business 
development  or  other  community  development  initia¬ 
tives.  National  banks  may  invest  in  subsidiary  CDCs, 
multibank  or  multi-investor  CDCs,  or  CDCs  sponsored 
and  supported  by  state  and  local  governments  or  non¬ 
profit  groups. 

A  CD  project  is  a  specific  project  or  program  in  a 
particular  location.  Its  primary  purpose  is  the  economic 
improvement  of  that  area  or  the  creation  of  housing  for 
low-  and  moderate-income  people  in  that  area.  National 
banks  may  make  CD  project  investments  without  es¬ 
tablishing  a  separate  corporation.  They  can  do  so  by 
investing  in  a  real  estate  limited  partnership  (such  as 
those  used  to  provide  low-income  housing)  or  by 
making  investments  in  community-sponsored  develop¬ 
ment  organizations  controlled  by  businesses,  resi¬ 
dents,  or  governments. 

Since  1963,  the  OCC  has  approved  almost  325  CDC 
and  CD  project  investments  funded  by  an  estimated 
750  national  banks.  In  1991  and  1992,  the  OCC  gave 
approval  to  174  national  banks  to  make  community 
development  investments  in  32  new  CDCs  and  70  CD 
projects.  These  approvals  represented  an  initial  invest¬ 
ment  of  nearly  $1 30  million  by  the  participating  national 
banks.  They  also  stimulate  other  bank  and  public  sec¬ 
tor  financing.  So  far  in  1993,  the  OCC  gave  approval  to 
42  national  banks  to  make  community  development 
investments  in  7  new  CDCs  and  1 6  CD  projects,  repre¬ 
senting  an  initial  national  bank  investment  of  $28.2 
million. 

The  OCC  has  approved  CDCs  to  acquire,  hold, 
redevelop,  and/or  manage  residential  or  commercial 
real  estate  projects  in  deteriorated  business  districts  or 
residential  areas  that  governmental  and  community 
leaders  have  targeted  for  revitalization  National  banks 
have  also  used  the  CDC  program  to  undertake  active 
industrial  development  programs  focused  on  small 
companies.  Finally,  CDCs  have  been  approved  by  the 
OCC  to  provide  education,  technical  assistance,  re- 
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search  and  planning  for  small-  and  minority-owned 
businesses  and  for  nonprofit  development  groups. 

The  CDC&I  Program  enables  banks  to  create  new 
organizations,  or  support  existing  ones,  to  stimulate 
and  leverage  local  community  development  efforts.  As 
such,  participating  in  the  program  contributes  to  a 
banks  CRA  performance.  However,  even  when  a  bank 
makes  one  or  more  CDC  or  CD  project  investments, 
such  investments  do  not  absolve  the  bank  of  its  other 
CRA  responsibilities.  CDCs  and  CD  investments  com¬ 
plement,  but  do  not  replace,  traditional  lending  to  ad¬ 
dress  community  credit  needs. 

Raising  Community  Development  Investment  Limita¬ 
tions.  The  Depository  Institutions  Disaster  Relief  Act, 
which  became  effective  on  October  23,  1992,  clarified 
the  authority  for  national  banks  to  make  investments  in 
CDCs  and  CD  projects  primarily  designed  to  promote 
the  public  welfare.  The  statute  permits,  under  certain 
conditions,  larger  investments  than  were  previously 
allowed,  as  long  as  the  total  community  development 
investments  do  not  exceed  10  percent  of  the  bank’s 
unimpaired  capital  and  surplus. 

The  OCC  has  drafted  a  notice  of  proposed  rulemaking 
to  establish  regulations  to  implement  the  statute’s 
higher  aggregate  investment  limits,  establish  flexible 
individual  project  limits,  and  promote  a  streamlined 
approval  process.  The  notice  will  solicit  public  com¬ 
ment,  through  publication  in  the  Federal  Register,  prior 
to  the  implementation  of  a  final  regulation. 

OCC  Efforts  to  Promote  Community  Development  Ac¬ 
tivities.  The  OCC  has  made  a  concerted  effort  to  en¬ 
courage  national  bank  involvement  in  a  variety  of 
community  development  activities,  including  both 
those  that  can  be  undertaken  directly  by  a  national 
bank  and  those  requiring  the  involvement  of  a  CDC  and 
CD  project.  Examples  of  the  types  of  initiatives  include: 

•  The  OCC  developed  two  videotapes.  The 
first,  National  Bank  Partnerships  for  Com¬ 
munity  Development,  examines  four  com¬ 
munity  development  partnership  programs  to 
help  meet  low-  and  moderate-income  hous¬ 
ing  and  small  and  minority  business  financing 
needs  It  describes  how  certain  banks  have 
improved  their  community  development  ef¬ 
forts  through  partnerships  with  state  and  local 
governments,  community  development  or¬ 
ganizations,  and  other  banks.  The  second 
video  is  about  national  bank  investments  in 


CDCs  and  CD  projects  and  is  titled  Com¬ 
munity  Development  Corporation  and  Invest¬ 
ment  Program:  National  Banks  Investing  in 
the  Future.  This  video  demonstrates  how  four 
national  banks,  of  various  sizes,  from  urban 
and  rural  America  are  using  the  CDC&I  Pro¬ 
gram  to  expand  their  community  develop¬ 
ment  activities. 

•  The  OCC  sponsored  a  conference  on  Build¬ 
ing  Flealthy  Communities  through  Bank  Small 
Business  Financing  for  more  than  500 
bankers,  trade  association  representatives, 
and  bank  examiners.  The  conference  dealt 
with  current  issues  in  small  business  finance, 
presenting  the  customer,  banker,  and  regu¬ 
lator  perspective  on  ways  to  enhance  such 
financing.  It  also  provided  bankers  a  forum  in 
which  to  share  examples  of  effective  small 
and  minority  business  lending  programs.  An 
OCC  publication  summarizing  the  con¬ 
ference  was  published  in  1993. 

Conclusion 

We  believe  that  there  is  a  great  need  for  community 
development  lending  in  our  distressed  urban  and  rural 
areas  and  a  great  need  to  help  provide  new  jobs 
through  support  of  small  and  minority-owned  busi¬ 
nesses.  Therefore,  we  encourage  national  banks  to 
take  a  major  role  in  the  revitalization  of  their  com¬ 
munities  through  the  provision  of  community  develop¬ 
ment  financing  using  a  variety  of  community 
development  structures.  All  of  the  currently  existing 
community  development  structures  can  be  used  to 
help  address  these  needs. 

At  present,  however,  residents  and  businesses  in 
economically  deprived  urban  and  rural  areas  still  find 
their  opportunities  to  gain  access  to  credit  and  other 
financial  services  to  be  severely  limited.  The  Comp¬ 
troller  is  committed  to  ameliorating  these  conditions. 
Lending  is  the  cornerstone  of  banking  and  he  is  urging 
bankers  to  make  sound  loans  to  qualified  borrowers, 
wherever  they  may  reside  and  whatever  their  racial  or 
ethnic  origin.  Vigorous  enforcement  of  the  CRA  and 
continuing  efforts  to  educate  the  industry  about  innova¬ 
tive  community  development  lending  and  investment 
activities  are  both  intended  to  break  down  barriers  to 
providing  credit  and  capital  to  those  traditionally  under¬ 
served  by  banks. 


Statement  of  Robert  B.  Serino,  Deputy  Chief  Counsel,  before  the  House 
Committee  on  Banking,  Finance,  and  Urban  Affairs,  on  combating  money 
laundering,  Washington,  D.C.,  May  26,  1993 


Thank  you  for  the  opportunity  to  testify  today  about  the 
Office  of  the  Comptroller  of  the  Currency’s  (OCC's) 
responsibilities  as  they  relate  to  money  laundering  and 
the  OCC’s  efforts  to  combat  the  serious  problem  of 
money  laundering.  We  welcome  your  interest  in  these 
matters.  This  committee  deserves  credit  for  focusing  on 
these  matters  and  for  responding  legislatively  to  the 
serious  problems  presented  by  money  laundering. 

The  OCC  has  been  and  continues  to  be  committed  to 
fighting  the  war  on  drugs  and,  in  particular,  the  money 
laundering  problem.  The  OCC  has  always  shared  the 
committee’s  belief  in  the  importance  of  financial 
institutions'  compliance  with  the  Bank  Secrecy  Act 
(BSA)  and  in  preventing  such  institutions  from  being 
used  wittingly  or  unwittingly  as  conduits  for  money 
laundering.  We  have  not  and  will  not  countenance 
financial  institutions  being  used  to  aid  in  money 
laundering.  We  firmly  believe  that  no  one  should  be 
allowed  to  launder  the  proceeds  of  illegal  activities 
through  financial  institutions  in  this  country  or  abroad. 
We  are  sensitive  to  the  adverse  impact  money  launder¬ 
ing  has  on  both  the  integrity  and  safety  and  soundness 
of  the  nation’s  financial  institutions.  We  are  committed 
to  working  with  the  law  enforcement  community  to 
ensure  compliance  with  all  laws,  including  the  BSA  and 
money  laundering  statutes,  and  to  assist  in  the  inves¬ 
tigation  and  prosecution  of  organizations  or  individuals 
who  violate  the  law. 

I  would  like  to  focus  my  testimony  today  on  the  five 
areas  you  identified  in  your  invitation  to  appear  here 
today  by  discussing: 

1 .  OCC’s  programs  for  controlling  money  laundering 
through  national  banks; 

2.  The  resources  OCC  commits  to  combating  money 
laundering; 

3.  OCC's  assessment  of  the  effectiveness  of  Curren¬ 
cy  Transaction  Reports  (CTRs); 

4.  OCC's  evaluation  of  the  effectiveness  of  its  anti¬ 
money  laundering  program;  and 

5.  OCC’s  coordination  with  federal  law  enforcement 
agencies. 

I  would  then  like  to  conclude  by  offering  some  recom¬ 
mendations  for  your  consideration. 


First,  in  order  to  set  the  stage  for  addressing  each  of 
these  issues,  I  would  like  to  explain  the  OCC’s  general 
supervisory  responsibilities  and,  more  specifically,  our 
role  under  the  Bank  Secrecy  Act  and  the  implementing 
regulations  promulgated  by  the  Treasury  Department 

OCC’s  Supervisory  Mission 

The  OCC's  primary  mission  is  both:  (1)  to  promote  the 
safety  and  soundness  of  the  national  banking  system, 
and  (2)  to  ensure  compliance  with  applicable  laws  and 
regulations.  It  serves  this  mission  in  part  by  supervising 
the  system’s  approximately  3,600  national  banks,  re¬ 
quiring  that  they  adhere  to  sound  management  prin¬ 
ciples  and  comply  with  the  law.  Thus,  the  essential 
obiectives  of  our  supervisory  activities  are  to:  (1) 
evaluate  the  bank's  financial  condition;  (2)  appraise  the 
quality  of  bank  management  and  directors;  (3)  identify 
those  areas  where  corrective  action  is  required  to 
strengthen  the  financial  condition  and  management  of 
the  bank;  and  (4)  identify  and  seek  corrective  action 
where  compliance  with  applicable  laws,  rules,  and 
regulations  is  inadequate. 

Our  supervisory  activities  are  divided  into  two  separate, 
but  related,  prongs  —  safety  and  soundness  and  com¬ 
pliance.  Our  safety  and  soundness  assessments  are 
conducted  on  an  ongoing  basis,  both  on-site  and  off, 
in  each  bank.  On  the  compliance  side,  the  OCC  has 
adopted  a  comprehensive  program  for  examination  in 
a  number  of  specific  compliance  areas,  including  the 
Bank  Secrecy  Act.  Moreover,  we  are  currently  in  the 
process  of  revamping  our  Compliance  Program  with 
the  intent  of  improving  our  procedures  in  all  areas, 
including  Bank  Secrecy  Act  compliance,  which  we  take 
very  seriously. 

It  is  particularly  important  that  we  direct  our  resources  to 
areas  that  pose  the  greatest  risk  or  otherwise  cause  the 
greatest  concern.  We  focus  on  both  management’s  and 
the  board  of  directors’  ability  and  commitment  to  ensure 
behavior  that  is  both  prudent  and  in  compliance  with  the 
law.  This  means  that  we  pay  special  attention  to  manage¬ 
ment  strategies,  controls,  and  systems.  It  has  been  our 
experience  that  no  amount  of  examination  or  supervision 
works  as  well  as  a  bank's  own  systems  of  internal  control 

OCC’s  Programs  for  Addressing  Money  Laundering 

The  primary  responsibility  for  compliance  with  the  BSA 
rests  with  the  nation's  financial  institutions  themselves 
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They  represent  the  front  lines  in  the  fight  against  money 
laundering  At  the  same  time,  the  OCC  has  a  statutory 
mandate  to  assure  that  national  banks  use  safe  and 
sound  banking  practices  and  comply  with  a  variety  of 
laws  affecting  their  conduct. 

The  Office  of  the  Treasury  Assistant  Secretary  for  En¬ 
forcement  has  the  statutory  authority  to  enforce,  inter¬ 
pret,  and  administer  the  BSA,  including  the  authority  to 
grant  exemptions  from  its  reporting  requirements.  The 
OCC  is  responsible  for  monitoring  BSA  compliance  in 
national  banks.  We  report  all  violations  of  the  act  to  the 
Assistant  Secretary's  Office  on  a  quarterly  basis.  In 
addition,  we  refer  significant  violations  on  a  case-by¬ 
case  basis  for  appropriate  civil  or  criminal  action.  If  a 
criminal  investigation  is  initiated  by  the  bank  or  our 
examiners,  we  cooperate  fully  by  providing  all  related 
BSA  examination  findings  and  documentation. 

In  addition  to  reviewing  BSA  compliance  in  regular 
compliance  examinations,  the  OCC  targets  resources 
in  response  to  external  information.  Analyses  provided 
by  the  U.S.  Customs  Service,  for  example,  help  to 
pinpoint  institutions  that  exhibit  unusual  patterns  of 
currency  shipments  relative  to  their  Currency  Transac¬ 
tion  Reports  (CTRs).  Using  such  leads,  we  can  target 
compliance  efforts  to  areas  where  we  are  most  likely  to 
uncover  problems. 

The  OCC's  role  in  eliminating  money  laundering  in¬ 
cludes  providing  information  to  the  proper  state  and 
federal  governmental  authorities  that  will  assist  them  in 
their  money  laundering  investigations.  During  money 
laundering  investigations,  the  OCC  assists  the  U.S. 
Customs  Investigators  and  the  Internal  Revenue  Ser¬ 
vice-Criminal  Investigation  Division  (CID)  when  re¬ 
quested. 

OCC's  Compliance  Program 

The  OCC  monitors  compliance  with  the  BSA  through  its 
formal  Compliance  Program.  Our  BSA  compliance  pro¬ 
cedures  provide  for  examination  of  banks'  internal  con¬ 
trol  systems  complemented  by  a  review  of  certain 
individual  transactions.  OCC’s  BSA  compliance  ex¬ 
amination  procedures  were  initially  developed  on  an 
interagency  basis  by  the  OCC,  the  Office  of  the 
Treasury  Assistant  Secretary  for  Enforcement,  the 
Federal  Reserve  Board,  the  Federal  Deposit  Insurance 
Corporation,  the  Federal  Home  Loan  Bank  Board  (now 
the  Office  of  Thrift  Supervision),  and  the  National  Credit 
Union  Administration  Since  their  adoption,  the  OCC 
has  adapted  those  procedures  to  adjust  for  sub¬ 
sequent  changes  in  the  law  and  applicable  regulations. 

Curing  an  on-site  compliance  examination,  an  OCC 
examiner  reviews  the  national  bank’s  board-approved 


system  of  internal  controls,  policies  and  procedures 
that  are  intended  to  ensure  bank  compliance  with  the 
record-keeping  and  reporting  requirements  of  the  BSA. 
The  OCC  uses  detailed  examination  procedures  to 
determine  compliance  with  the  BSA  during  on-site 
bank  examinations.  The  procedures  are  divided  into 
two  tiers. 

Tier  I  procedures  are  structured  to  evaluate  the  exist¬ 
ence  and  quality  of  management  supervision  and  con¬ 
trols  to  ensure  and  monitor  compliance  with  the  BSA. 
Tier  I  procedures  include  evaluating  the  bank's 
policies,  internal  controls,  record  keeping,  reporting, 
and  training  for  BSA  compliance;  reviewing  the  bank's 
list  of  exempt  customers;  determining  whether  the  bank 
has  an  internal  audit  or  self-assessment  program  on 
BSA  compliance;  testing  the  adequacy  of  the  bank's 
internal  audit;  reviewing  cash  totals  shipped  and 
received  by  the  bank;  and  determining  whether  any 
enforcement  actions  are  necessary. 

Tier  II  procedures  and  guidelines  are  more  extensive 
and  include  testing  particular  transactions  to  determine 
the  causes  of  system  weaknesses  identified  during  the 
Tier  I  examination.  Tier  II  procedures  would  normally  be 
required  only  in  the  absence  of  sound  audit,  manage¬ 
ment,  or  internal  controls,  and/or  insufficient  documen¬ 
tation  to  assess  the  quality  of  the  bank's  BSA 
compliance  function. 

Under  the  OCC’s  current  Compliance  Program,  the 
OCC  examines  all  national  banks  with  assets  of  more 
than  $1  billion  for  BSA  compliance  biannually.  We  ex¬ 
amine  all  other  national  banks  for  compliance  through 
use  of  a  random  sample.  Each  year,  16  percent  of  the 
remaining  banks  are  examined  for  compliance. 
Through  this  process,  we  examine  approximately  80 
percent  of  the  national  banking  system's  assets  during 
every  two-year  period.  We  are  currently  developing 
enhancements  to  our  Compliance  Program  that  will 
result  in  more  of  our  examiners  being  specifically 
trained  in  compliance  issues  and  more  frequent  com¬ 
pliance  examinations  at  banks  having  assets  of  less 
than  $1  billion. 

OCC’s  experience  demonstrated  that  strong  internal 
policies,  systems,  and  controls  are  the  best  assurance 
of  compliance  with  the  BSA.  OCC  examiners  follow  up 
by  reviewing  and  testing  these  policies,  systems,  and 
controls.  Regulations  promulgated  pursuant  to  the 
Money  Laundering  Control  Act  of  1986  require  that,  at 
a  minimum,  a  bank's  written  compliance  program  be 
adopted  by  the  bank’s  board  of  directors  and:  (1) 
provide  for  a  system  of  internal  controls  to  assure 
ongoing  compliance;  (2)  provide  for  independent  test¬ 
ing  of  compliance  by  the  institution’s  personnel  or  an 
outside  party;  (3)  designate  a  compliance  officer(s) 


responsible  for  coordinating  and  monitoring  day-to-day 
compliance;  and  (4)  provide  appropriate  training  to 
bank  personnel. 

Prevention  of  Money  Laundering 

As  I  indicated  in  my  opening,  the  primary  responsibility 
for  ensuring  that  banks  are  in  compliance  with  the  law 
remains  with  the  bank’s  management  and  its  directors. 
However,  to  aid  them  in  meeting  this  responsibility,  the 
OCC  devotes  time  to  educating  the  industry  about  its 
responsibilities  under  the  BSA.  In  past  years,  this  has 
included  active  participation  in  seminars  and  training 
sessions  across  the  country. 

The  OCC  has  also  provided  guidance  to  national  banks 
through:  (1)  periodic  bulletins  that  inform  and  remind 
banks  of  their  responsibilities  under  the  law,  applicable 
regulations  and  administrative  rulings  dealing  with  BSA 
reporting  requirements  and  money  laundering;  (2)  pub¬ 
lication  and  distribution  of  a  guide  in  this  area  entitled 
Money  Laundering:  A  Banker’s  Guide  to  Avoiding 
Problems ;  (3)  updates  to  the  Examiner’s  Guide  to  Con¬ 
sumer  Compliance,  formerly  known  as  the  Comp¬ 
troller’s  Handbook  for  Consumer  Examination ;  and 
(4)  periodic  banking  bulletins  or  advisories  and  public 
speaking  engagements  with  banking  associations. 
Also,  written  guidance  on  BSA  matters  is  routinely 
distributed  directly  to  all  examining  personnel  to  inform 
them  about  any  changes  to  the  law,  implementing 
regulations  or  interpretations  under  the  BSA. 

One  of  OCC’s  more  successful  efforts  in  this  regard  has 
been  the  above-referenced  banker’s  guide.  Copies  of  this 
publication  were  sent  to  all  national  banks  in  December 
1989,  and,  to  date,  over  70,000  copies  have  been  dis¬ 
tributed  domestically  and  internationally.  In  fact,  certain 
bankers’  organizations  in  Latin  American  countries  have 
offered  to  translate  the  guide  into  Spanish. 

The  OCC  is  currently  in  the  process  of  updating  the 
money  laundering  guide.  A  new  section  will  cover  the 
Bank  Secrecy  Act,  bank  compliance  responsibilities, 
"know  your  customers”  guidance,  and  information  con¬ 
cerning  suspicious  transactions.  The  updated  publica¬ 
tion  will  be  distributed  to  all  national  banks  and  OCC 
examination  staff. 

OCC  also  provides  formal  BSA  training  to  its  examining 
staff  on  an  ongoing  basis.  This  training  includes  atten¬ 
dance  at  the  Federal  Financial  Institutions  Examination 
Council’s  White  Collar  Crime  School,  the  OCC’s  Assis¬ 
tant  National  Bank  Examiner  School,  and  other  in- 
house  training  programs. 

In  addition,  all  of  OCC's  new  entry-level  examiners  have 
received  or  will  receive  instruction  in  the  BSA.  In  this 


program,  they  receive  both  lecture  sessions  and  on- 
the-job  training.  The  BSA  portion  of  the  course  has 
been  updated  to  incorporate  revisions  to  the  BSA  as 
well  as  modifications  to  the  compliance  and  examina¬ 
tion  procedures 

OCC’s  Response  to  Money  Laundering 

All  banks  are  required  by  federal  regulation  to  file 
criminal  referral  forms  whenever  they  identify 
suspected  criminal  activity.  The  forms  list  a  series  of 
federal  crimes  (including  crimes  of  money  laundering 
and  structuring)  that  must  be  reported  Based  upon  the 
information  in  the  criminal  referral  forms,  law  enforce¬ 
ment  will  initiate  an  investigation  and,  if  appropriate, 
take  criminal  action  against  the  individual  suspected  of 
money  laundering. 

In  cases  where  OCC  examinations  reveal  violations 
of  the  BSA,  the  OCC  has  a  number  of  responses 
available.  If  the  violations  are  technical  in  nature  and 
isolated  instances,  we  ensure  corrective  action 
during  the  examination.  When  we  identify  numerous 
instances  of  noncompliance  or  serious  violations, 
pursuant  to  OCC’s  written  guidelines,  the  OCC  refers 
the  case  to  the  Office  of  Financial  Enforcement  in  the 
Treasury  Department  for  review  to  determine  the  ap¬ 
propriateness  of  criminal  charges  or  civil  money 
penalty  assessment.  Also,  the  OCC  may  refer  cases 
to  the  Internal  Revenue  Service  and  Customs  for 
criminal  enforcement,  if  needed. 

Several  other  actions  may  be  taken  based  upon  the 
type  of  noncompliance  or  violations  uncovered.  Failure 
to  comply  with  the  BSA  and  the  Money  Laundering 
Control  Act  requirements  can  result  in  criminal  and/or 
civil  penalties  and  asset  forfeitures.  Moreover,  not¬ 
withstanding  any  measures  which  may  be  taken  by  the 
Treasury  Department  or  the  Department  of  Justice,  the 
OCC  also  has  the  full  range  of  enforcement  measures 
available  to  it  under  its  authorities  pursuant  to  1 2  US. C 
1818.  Such  actions  could  be  taken  against  individuals 
or  banks  for  violations  of  the  law  or  applicable  regula¬ 
tions,  for  failure  to  establish  and  maintain  adequate 
internal  compliance  procedures,  or  for  failure  to  correct 
any  problem  with  the  internal  compliance  procedures 
that  was  previously  identified. 

Last  year,  Congress  provided  the  federal  financial  in¬ 
stitution  regulatory  agencies  with  important  additional 
powers  for  combating  money  laundering  in  insured 
financial  institutions.  Title  XV  of  the  Housing  and  Com¬ 
munity  Development  Act  of  1992  provided  the  ap¬ 
propriate  federal  bank  regulatory  agency  with  the 
authority  to  place  insured  financial  institutions  into 
receivership,  revoke  their  charters,  or  terminate  their 
insurance  in  cases  where  the  institutions  were  found 
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guilty  of  money  laundering  or  structuring  transactions 
to  avoid  reporting  requirements. 

The  act  sets  out  a  number  of  criteria  for  the  agencies 
to  consider  in  making  these  decisions,  including  (1 )  the 
extent  of  knowledge  or  involvement  of  directors  or 
senior  executive  officers;  (2)  the  existence  of  policies 
and  procedures  m  the  bank  designed  to  prevent  such 
occurrences;  (3)  the  degree  of  cooperation  with  law 
enforcement;  (4)  the  extent  to  which  additional  internal 
controls  have  been  implemented  to  prevent  future  oc¬ 
currences;  and  (5)  the  extent  to  which  the  interests  of 
the  community  would  be  threatened  if  the  bank's 
charter  were  forfeited. 

The  OCC  believes  that  the  act  has  appropriately  iden¬ 
tified  the  factors  that  should  be  considered  in  such 
cases  and  will  use  this  new  authority  to  revoke  a  bank's 
charter  where  an  analysis  of  those  factors  indicates  that 
such  action  is  warranted. 

The  act  also  contains  a  number  of  other  important 
provisions  which  should  aid  in  the  overall  regulatory 
and  law  enforcement  efforts  to  combat  money  launder¬ 
ing.  These  include: 

•  specific  removal  and  suspension  authority  for 
certain  reporting  violations  and  criminal 
charges  under  titles  18  and  31; 

•  prohibition  of  illegal  money  transmitting  busi¬ 
nesses; 

•  an  amendment  to  the  Right  to  Financial 
Privacy  Act  clearly  permitting  transfer  of  infor¬ 
mation  relating  to  money  laundering  to  the 
Secretary  of  Treasury; 

•  expansion  of  the  immunity  against  liability  for 
those  reporting  suspicious  transactions  or 
other  criminal  offenses; 

•  criminalizing  the  act  of  obstructing  a  money 
laundering  investigation; 

•  prohibiting  notice  to  targets  of  grand  jury 
subpoenas  in  money  laundering  investiga¬ 
tions;  and 

•  providing  for  the  exchange  of  safety  and 
soundness  information,  including  intelligence 
information,  on  a  governmentwide  basis,  and 
protection  of  any  privileges  which  may  exist 
for  such  information 

these  and  other  important  changes  should  further  en- 
r  arise  the  cooperative  effort  to  maximize  compliance 


with  the  law  and  assist  civil  and  criminal  enforcement 
efforts. 

OCC  Resources  Committed  to  BSA  Compliance 

Included  in  an  appendix  to  my  testimony  today  is  a 
table  reflecting  a  breakdown  of  the  OCC  resources  in 
this  area  for  the  period  1987-91.  On  average,  OCC 
expended  more  than  17,000  examination  hours  and 
3,790  administrative  hours  per  year  on  BSA  matters. 
During  this  period,  more  than  3,000  national  banks 
have  been  examined  for  BSA  compliance. 

In  order  to  best  use  our  resources,  the  OCC  is  also 
developing  a  special  compliance  examiner  cadre,  em¬ 
phasizing  the  importance  of  compliance  issues.  Ex¬ 
aminers  will  receive  specific  training  and  career 
development  in  compliance,  including  the  Bank 
Secrecy  Act. 

OCC's  commitment  to  ensuring  compliance  with  BSA 
reporting  requirements  is  a  serious  one.  I  believe  that 
our  efforts,  both  in  terms  of  human  resources  devoted 
to  the  area,  and  our  time  and  efforts  in  educating  and 
otherwise  providing  information  to  national  banks 
amply  illustrate  this  point. 

OCC  Coordination  with  Federal  Law  Enforcement 
Agencies 

OCC  provides  active  support  to  law  enforcement  when¬ 
ever  called  upon  to  supply  information  or  expertise. 
Recent  changes  to  the  law  effected  by  Section  1517  of 
the  Housing  and  Community  Development  Act  of  1992 
have  made  this  cooperative  effort  an  even  smoother 
one  by  enhancing  the  ability  of  financial  institutions  and 
the  regulatory  agencies  to  supply  the  law  enforcement 
community  with  information  regarding  violations  of  the 
BSA  and  money  laundering  laws  and  information 
regarding  suspicious  transactions. 

However,  some  impediments  still  exist  for  the  transmit¬ 
tal  of  the  information  coming  from  the  other  direction. 
At  present,  grand  jury  secrecy  rules  prevent  federal  law 
enforcement  officials  from  providing  the  bank 
regulatory  agencies  with  information  obtained  as  part 
of  the  grand  jury  process  except  under  a  showing  of 
particularized  need.  In  1989,  as  part  of  FIRREA,  Con¬ 
gress  passed  18  U.S.C.  3322,  which  specifically 
modified  grand  jury  secrecy  Rule  6(e)  to  permit  bank 
regulatory  access  to  grand  jury  information  regarding 
certain  banking  law  violations  upon  the  reduced  show¬ 
ing  of  only  a  "substantial  need." 

Unfortunately,  money  laundering  crimes  or  related 
criminal  violations  under  Title  31  were  not  included  in 
those  crimes  listed  that  were  to  bo  subject  to  this 


reduced  showing.  OCC  believes  that  information-shar¬ 
ing  should  be  a  two-way  street  and  that,  where  ap¬ 
propriate,  we  should  be  permitted  access  to  grand  jury 
information  relating  to  money  laundering  crimes  just  as 
we  are  now  for  other  banking  law  violations. 

OCC  also  continues  to  be  an  active  proponent  of  inter¬ 
agency  coordination  in  the  BSA  area.  OCC  believes 
that  interagency  coordination  and  cooperation  are  criti¬ 
cal  to  successfully  addressing  BSA  and  money 
laundering  issues.  We  actively  participate  in  interagen¬ 
cy  groups  seeking  to  curtail  money  laundering  through 
financial  institutions. 

U.S.  Treasury/Financial  Institutions  Regulatory 
Agency  Working  Group  on  the  Bank  Secrecy  Act 
(BSA  Working  Group) 

The  BSA  Working  Group,  composed  of  policy,  legal, 
and  operations  representatives  from  the  Office  of  the 
Treasury  Assistant  Secretary  for  Enforcement,  U.S. 
Customs  Service,  IRS,  OCC,  Federal  Reserve,  FDIC, 
Office  of  Thrift  Supervision  (OTS),  National  Credit  Union 
Administration  (NCUA),  the  Department  of  Justice,  and 
the  Securities  and  Exchange  Commission,  is  modeled 
after  the  Justice  Department/Federal  Financial  Institu¬ 
tions  Regulatory  Agency  Working  Group  on  Bank  Fraud 
(Bank  Fraud  Working  Group)  and  addresses  a  wide 
variety  of  issues  relating  to  the  Bank  Secrecy  Act. 

Working  with  this  group,  the  OCC  led  the  development 
of  a  uniform  set  of  guidelines  for  referring  BSA  cases  to 
the  Office  of  the  Treasury  Assistant  Secretary  for  Enfor¬ 
cement.  OCC  examiners  use  these  guidelines  to  iden¬ 
tify  those  violations/compliance  problems  that  warrant 
referral  for  consideration  of  criminal  or  civil  action. 

Other  significant  achievements  of  the  BSA  Working 
Group  include:  improved  interagency  communication 
at  the  field  and  headquarters  levels;  new  and  revised 
BSA  regulations  such  as  the  $3,000  identification  re¬ 
quirement  and  the  geographic  targeting  rule; 
widespread  use  of  magnetic  tape  reporting;  elimination 
of  duplicate  CTR  review;  improved  targeting  efforts; 
and  the  development  of  regulations  under  the  Money 
Laundering  Control  Act  of  1 986  setting  forth  the  require¬ 
ments  for  BSA  compliance  programs. 

In  addition  to  the  BSA  Working  Group,  the  OCC  par¬ 
ticipates  in  the  Bank  Fraud  Working  Group  and  the 
Office  of  National  Drug  Control  Policy  round  table  of 
experts. 

International  Cooperation 

OCC  personnel  have  also  participated  with  the 
Treasury,  Justice,  and  State  departments  in  the  Finan¬ 


cial  Action  Task  Force  and  assisted  in  the  development 
of  the  40  recommendations  of  the  group.  Also,  OCC 
personnel  have  participated  in  State  Department  and 
U.S.  Treasury  Department  missions  to  assist  the 
governments  of  Colombia  and  Ecuador  in  their  anti¬ 
money  laundering  efforts.  Also,  in  February  1993,  OCC 
personnel  participated  in  Financial  Action  Task  Force 
seminars  put  on  for  foreign  governments,  and  in  March 
1993,  conducted  a  FATF  examination  of  Luxembourg's 
bank  secrecy  laws  and  regulations. 

The  OCC  is  highly  supportive  of  the  international  ex¬ 
change  of  information  pertaining  to  financial  matters. 
Under  Section  206  of  the  Federal  Deposit  Insurance 
Improvement  Act  of  1991  (FDICIA),  the  OCC  and  other 
bank  supervisory  authorities  may  disclose  information 
obtained  in  the  course  of  exercising  supervisory  or 
examination  authority  to  any  foreign  bank  regulatory  or 
supervisory  authority  if  the  Comptroller  determines  that 
such  disclosure  is  appropriate  and  will  not  prejudice 
the  interests  of  the  United  States. 

The  OCC  can  release  supervisory  information  to  foreign 
supervisors  based  on  several  factors.  These  include: 
which  foreign  authorities  qualify  as  bank  regulators  and 
supervisors;  what  constitutes  prejudice  to  U.S.  inter¬ 
ests;  what  is  appropriate;  and  to  what  extent  confiden¬ 
tiality  is  required.  Moreover,  the  determination  of 
whether  release  is  appropriate  can  include  other  fac¬ 
tors,  such  as:  the  ability  of  the  other  supervisor  to 
maintain  confidentiality;  the  willingness  and  ability  of 
the  other  supervisor  to  provide  the  OCC  with  super¬ 
visory  information;  whether  the  information  will  be  used 
in  legal  proceedings  against  institutions;  and  the 
general  relationship  between  the  foreign  supervisor 
and  the  OCC. 

The  OCC,  as  a  member  of  the  Basle  Committee  on 
Banking  Supervision,  is  working  to  ensure  that  ade¬ 
quate  information  flows  among  banking  supervisory 
authorities.  This  is  based  on  the  1 983  Concordat  of  the 
Basle  Committee  on  Banking  Supervision,  its  1990 
supplement  ensuring  adequate  information  flows 
among  banking  supervisory  authorities,  and  the  1992 
agreement  on  minimum  standards  for  the  supervision 
of  international  banking  groups.  The  OCC  attends  an¬ 
nual  Basle  Committee  meetings  and,  in  the  past  five 
years,  has  used  this  venue  for  an  informal  exchange  of 
information. 

Sharing  of  Safety  and  Soundness  Information 

Section  1542  of  the  Housing  and  Community  Develop¬ 
ment  Act  of  1 992  requires  that  all  government  agencies 
share  information  relating  to  safety  and  soundness 
concerns  (including  intelligence  information)  and  that 
procedures  be  established  for  the  handling  and 
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safeguarding  of  such  information.  Together  with  the 
other  regulatory  agencies,  we  are  working  with  the 
Department  of  Justice  on  an  appropriate  notice  to  be 
sent  to  all  government  agencies  to  encourage  and 
facilitate  the  exchange  of  this  type  of  information.  This 
type  of  information,  particularly  intelligence  information 
obtained  from  foreign  governments,  may  prove  to  be  a 
valuable  resource  in  our  efforts  to  combat  money 
laundering  and  related  violations  of  law. 

Effectiveness  of  OCC's  Anti-Money  Laundering 
Efforts  and  the  Effectiveness  of  Currency  Transaction 
Reports 

As  a  result  of  OCC's  increased  BSA  compliance  super¬ 
vision  of  the  national  banking  system  and  the  banking 
industry’s  vigilance  and  commitment  to  protecting 
banks  from  being  abused,  compliance  with  the  BSA’s 
reporting  requirements  has  significantly  increased. 

The  OCC  believes  that  the  vast  majority  of  national 
banks  have  made  significant  efforts  to  ensure  com¬ 
pliance  with  their  reporting  requirements  under  the  BSA 
and  are  making  sincere  efforts  to  identify  and  report 
suspicious  transactions  or  otherwise  assist  law  enfor¬ 
cement  whenever  money  laundering  is  suspected. 

However,  we  also  recognize  that  the  cost  for  the  institu¬ 
tions  to  file  CTRs  and  the  costs  to  the  government  to 
process  them  is  significant.  These  costs  are  passed  on 
to  all  of  us  as  customers  of  these  institutions  and  as 
taxpayers.  Insured  financial  institutions  may  rightfully 
ask  that  their  regulators  and  the  law  enforcement  com¬ 
munity  periodically  assess  the  costs  and  benefits  of 
these  efforts  and  consider  whether  other  systems  could 
work  as  well  or  better  and  at  lower  cost. 

As  the  chairman  noted  in  his  recent  speech  before  the 
International  Money  Laundering  Conference  in  Miami, 
financial  institutions  currently  file  more  than  9  million 
CTRs  a  year.  We  certainly  do  not  question  that  informa¬ 
tion  supplied  on  these  forms  can  be  and  has  been 
useful  in  some  cases  as  a  paper  trail  in  law  enforcement 
efforts  to  combat  money  laundering  and  other  crimes. 
We  also  recognize  that  the  utility  of  CTRs  to  law  enfor¬ 
cement  is  difficult  to  quantify.  Nevertheless,  we  believe 
that  it  is  fully  appropriate  to  assess  the  costs  and 
benefits  of  the  CTR  program  from  time  to  time,  and  to 
consider  adopting  other,  less  costly  alternatives,  if  those 
alternatives  appear  to  be  equally  or  even  more  effective. 

Accordingly,  the  OCC  would  support  an  effort  to  assess 
the  relative  costs  and  benefits  associated  with  the 
preparation  filing,  and  handling  of  CTRs  This  effort 
could  consider  a  number  of  questions,  including: 


•  Whether  banks  should  be  required  to  fill  out 
and  submit  CTRs  for  well-established,  long¬ 
term  customers  and  the  role  that  exemptions 
should  play  in  the  process; 

•  Whether  the  current  reporting  threshold  of 
$10,000  is  appropriate  in  all  cases; 

•  Whether  information  on  bank  customers  that 
is  already  in  bank  files  need  be  reported  on 
each  CTR;  and 

•  Whether  other,  less  costly  systems  of  record 
keeping  or  reporting  would  provide  law  enfor¬ 
cement  with  information  that  is  as,  or  more, 
useful  than  that  now  supplied. 

A  collateral  and  equally  important  issue  relates  to  com¬ 
munication  and  feedback  from  law  enforcement  to  the 
financial  institutions  and  the  public  regarding  the  extent 
to  which  collective  efforts  to  address  money  laundering 
have  proven  successful.  Law  enforcement  can  and 
should,  in  our  view,  make  every  attempt  to  be  as 
forthcoming  as  possible  regarding  the  types  of  cases 
that  have  been  made  and  the  investigatory  successes 
that  have  been  possible  because  of  the  information 
supplied  by  financial  institutions.  To  the  extent  that  this 
information  serves  to  identify  trends  in  money  launder¬ 
ing  or  otherwise  illustrate  the  importance  of  reporting 
suspicious  transactions,  it  can  only  serve  to  enhance 
the  overall  effort. 

Recommendations 

Review  the  CTR  Filing  System 

As  indicated  above,  we  believe  that  the  process  of 
preparing,  filing  and  handling  of  CTR  forms  should  be 
reviewed  to  determine  whether  improvements  can  be 
made  in  the  current  process  by  which  potentially  useful 
law  enforcement  information  is  preserved  or  made 
available.  We  believe  that  this  review  should  include  a 
full  consideration  of  the  costs  and  benefits  of  the 
present  system. 

Amend  18  U.S.C.  3322  to  Permit  Agency  Access  to 
Grand  Jury  Materials 

For  all  the  reasons  indicated  in  my  testimony,  the  OCC 
also  urges  that  further  changes  be  made  to  the  grand 
jury  secrecy  rules  to  permit  agency  access  to  informa¬ 
tion  relating  to  money  laundering  in  much  the  same  way 
that  we  now  have  access  to  information  relating  to  other 
banking  law  violations. 


Increase  Feedback  to  Financial  Institutions  from  Law 
Enforcement  Regarding  Money  Laundering 

Financial  institutions  need  current  information  on 
money  laundering  trends  and  also  need  to  know  how 
and  where  information  they  are  providing  has  been  or 
will  be  put  to  use  to  aid  law  enforcement  in  its  anti¬ 
money  laundering  efforts. 

Conclusion 

The  OCC  is  deeply  committed  to  preventing  financial 
institutions  from  being  used  to  launder  the  proceeds  of 
illegal  activities.  We  are  also  deeply  committed  to  the 
eradication  of  insider  abuse  and  bank  fraud  in  all  forms. 
The  OCC  stands  ready  to  work  with  Congress,  our  sister 
financial  institutions  regulatory  agencies,  and  the  law 
enforcement  community  to  develop  and  implement  a 
coordinated  and  comprehensive  response  to  the  threat 
posed  to  the  integrity  of  our  nation’s  financial  system  by 
these  unlawful  activities. 

As  we  have  said  in  the  past,  however,  we  recognize  that 
law  enforcement  agencies  and  bank  regulators  alone 
can  provide  only  a  part  of  the  solution.  The  industry’s 
own  commitment  and  efforts  at  self-policing  are  essen¬ 
tial  because  the  banks'  own  internal  control  processes 
are  the  most  effective  mechanisms  for  ensuring  com¬ 
pliance. 

With  the  changes  we  have  urged  and  with  active  inter¬ 
agency  working  groups,  increased  international 
cooperation,  and  a  committed  industry,  we  are  confi¬ 
dent  that  substantial  additional  progress  in  efforts  to 
prevent  the  nation's  financial  institutions  from  wittingly 
or  unwittingly  being  used  to  further  criminal  activities 
will  be  possible. 


Appendix 

OCC  Examination  Hours  Spent  On  BSA  Matters  * 


Year 

Number  of 
Banks 
Examined 

Examination 

Hours 

Full-Time 

Equivalents 

1987** 

524 

14,433 

8.05 

1988 

703 

19,361 

10.80 

1989 

702 

19,333 

10.79 

1990 

600 

16,524 

9.22 

1991*** 

570 

16,314 

9.10 

‘ Does  not  include  time  devoted  for  training  (on  the  job  or  class¬ 
room) 

“ Annualized  based  on  9  months  data 
‘  ‘ * Annualized  based  on  data  gathered  through  Septemb  er  21 .  1991 

Administrative  Hours  Spent  on  BSA  Matters * 


Year  Hours  FTEs 


1987  3,280  1.83 

1988  3,280  1.83 

1989  3,968  2.21 

1990  4,736  2.24 

1991**  3,688  2.06 


‘Does  not  include  time  to  prepare  quarterly  reports  or  assemble 
special  requests. 

“Annualized  based  upon  office  estimates. 
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Remarks  by  Stephen  R.  Steinbrink,  Senior  Deputy  Comptroller  for  Bank 
Supervision  Operations,  before  the  American  Bankers  Association’s  National 
Small  Business  Banking  Conference,  June  7,  1993 


This  morning  I  want  to  give  you  some  insight  into  how 
regulators  think  about  bank  lending  to  small  business, 
as  well  as  review  briefly  what  we  think  about  such 
lending. 

But  first,  I  want  to  turn  the  title  of  this  panel  presentation 
—  "The  Regulatory  Benefits  of  Lending  to  Small  Busi¬ 
ness"  —  on  its  head.  It  assumes,  I  think,  that  the  more 
a  bank  lends  to  small  business,  the  happier  the 
regulators  will  be,  and  therefore  banks  should  lend  to 
small  business  to  make  the  regulators  happy. 

That  is  not  necessarily  the  case.  There  is  a  vital  link 
missing  here.  Regulators  like  good  loans  —  those  that 
are  being  paid  back  according  to  terms.  For  most 
banks,  small  business  lending  is  local  lending  —  lend¬ 
ing  in  a  market  the  banker  knows  and  understands. 

It  is  not  that  regulators  favor  small  business  lending. 
Rather  regulators  favor  lending  where  the  banker 
knows  and  understands  what  he  or  she  is  doing  — 
because  those  loans  have  the  greatest  probability  of 
being  repaid. 

There  are  many  reasons  why  small  business  lending 
can  bean  importantthingforabanktodo.  For  example, 
it  can  strengthen  and  enlarge  the  local  economy  —  and 
thereby  further  expand  business  for  the  bank.  In  doing 
so,  small  business  lending  can  also  help  a  bank  meet 
its  Community  Reinvestment  Act  obligations. 

But,  more  fundamentally  and  most  important  for 
bankers  and  regulators  alike,  small  business  lending 
can  be  good  business  for  a  bank.  It  can  result  in  good 
loans  —  and  good  profits  —  and,  consequently,  a  good 
rating  by  examiners. 

At  the  same  time,  in  thinking  about  small  business 
lending,  regulators  have  recognized  —  and  continue  to 
recognize  —  that  the  nature  of  the  market  calls  for 
special  consideration.  We  know  that  small  businesses 
do  not  have  the  accounting  resources  of  a  Fortune  500 
corporation.  So  we  expect  the  financial  information  and 
business  plans  supporting  loans  to  small  business 
borrowers  to  be  less  extensive  and  detailed  than  those 
for  large  businesses. 

We  do  not  —  however  —  make  a  virtue  out  of  necessity. 
A  hole  is  still  a  hole.  But  we  think  the  void  can  be  filled 
with  something  other  than  numbers. 


Our  thinking  is  that  prudent  underwriting  decisions  can 
still  be  made  on  limited  —  but  reliable  —  financial  data 
when  that  data  is  combined  with  the  lender's  personal 
knowledge  and  past  experience  with  the  borrower  and 
his  or  her  business. 

As  a  practical  matter,  lenders  should  maintain  docu¬ 
mentation  that  provides  management  with  the  ability  to: 

•  Make  an  informed  lending  decision  to  assess 
risk  as  necessary  —  and  to  reassess  it  as 
necessary. 

•  Identify  the  purpose  of  the  loan  and  the 
source  of  repayment. 

•  Assess  the  ability  of  the  borrower  to  repay  the 
indebtedness  in  a  timely  manner. 

•  Ensure  that  a  claim  against  the  borrower  is 
legally  enforceable. 

•  Demonstrate  appropriate  monitoring  of  the 
loan. 

Let’s  look  at  these  underwriting  principles  in  the  context 
of  the  underwriting  process  for  small  business.  The  five 
“C's”  of  credit  provide  a  useful  framework  here. 

First,  character.  Our  thinking  is  that  —  in  small  business 
lending  —  character  is  particularly  important. 

As  a  measure  of  the  borrower's  willingness  and  com¬ 
mitment  to  honor  his  or  her  financial  obligations,  it  may 
help  to  compensate  for  weaknesses  in  other  areas. 

You  cannot  quantify  such  a  commitment.  You  can, 
however,  document  the  borrower's  payment  records 
and  credit  history.  And,  in  relying  on  character,  that  is 
what  a  lender  must  do. 

Second,  capacity.  The  loan  file  should  have  sufficient 
financial  information  to  justify  the  lender's  judgment  that 
the  business  will  be  successful  and  the  loan  will  be 
repaid  But  —  again  —  we  recognize  that  success  in 
small  business  often  rests  on  the  shoulders  of  the 
owner/manager. 

So,  in  addition  to  financial  capacity,  lending  institutions 
should  also  assess  the  managerial  capacity  of  the 
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borrower  Management  experience,  knowledge,  and 
past  accomplishments  in  the  borrower's  particular  busi¬ 
ness  or  industry  are  important  considerations  that 
should  be  reflected  in  the  borrower’s  file. 

Third,  collateral.  Collateral  is  normally  a  secondary 
source  of  repayment.  But  we  recognize  that  it  may  be 
an  indispensable  credit  factor  for  supporting  the 
decision  to  make  a  loan  to  a  small  business. 

If  that  is  the  case,  we  expect  the  credit  file  to  contain 
an  accurate  valuation  of  the  collateral,  documentation 
reflecting  a  perfected  security  interest  and,  when  ap¬ 
propriate,  insurance.  Further,  when  the  loan  is  secured 
by  the  accounts  receivable  or  the  inventory  of  the 
business,  the  credit  file  should  reflect  that  appropriate 
controls  have  been  established  to  protect  the  lender's 
interests. 

However,  we  also  recognize  that  there  are  times  when 
collateral  may  not  be  critical  to  the  credit  decision,  but 
has  been  taken  through  an  abundance  of  caution  or  to 
ensure  that  it  is  not  pledged  to  another  lender.  In  these 
cases,  we  think  it  is  appropriate  to  balance  the  cost  of 
valuing  and  monitoring  the  collateral  against  its  impor¬ 
tance  to  the  credit  decision.  For  example,  our  ex¬ 
aminers  will  ordinarily  not  criticize  a  decision  to  forego 
the  expense  of  a  formal  appraisal  if,  through  an  abun¬ 
dance  of  caution,  a  mortgage  has  been  taken  on  the 
personal  residence  of  the  borrower. 

Fourth,  capital.  We  recognize  that  many  small  busi¬ 
nesses  are  relatively  thinly  capitalized  and  illiquid  and 
do  not  have  access  to  external  sources  of  equity  capi¬ 
tal.  And  we  recognize  that  —  often  —  the  small  busi¬ 


ness  must  rely  on  bank  borrowings,  secured  by  equity 
in  business  or  personal  assets,  to  finance  growth  or  to 
see  the  business  through  a  difficult  period. 

Finally,  conditions.  We  know  that,  because  small  busi¬ 
nesses  are  often  thinly  capitalized  and  illiquid,  they 
have  great  exposure  to  shifts  in  the  economy  and  their 
markets.  We  expect  that  the  credit  analysis  supporting 
a  loan  to  a  small  business  consider  these  external 
factors. 

Having  said  all  that,  where  do  we  come  out?  We  strong¬ 
ly  encourage  institutions  to  document  credit  files  for 
small  business  borrowers  as  completely  as  is  ap¬ 
propriate  and  possible.  However,  in  our  examinations, 
performance  of  the  loan  in  accordance  with  reasonable 
terms  will  be  our  primary  consideration.  Examiners  will 
not  automatically  conclude  that  inadequacies  in  written 
loan  documentation  are  an  indication  of  loan  weakness. 

In  determining  the  appropriate  rating  for  a  loan,  ex¬ 
aminers  will  give  consideration  to  all  relevant  informa¬ 
tion.  And  that  includes  repayment  prospects  as 
indicated  by  qualitative  assessments  by  the  loan  officer 
based  on  his  or  her  knowledge  of,  and  prior  experience 
with,  the  borrower. 

In  the  credit  availability  initiative  we  announced  last 
March,  we  took  dramatic  action  to  promote  small  busi¬ 
ness  lending.  Effectively,  we  put  it  in  a  class  by  itself. 
Our  current  thinking  is  to  take  the  thrust  of  that  program 
a  step  farther. 

Small  business  lending  is  usually  up  close  and  per¬ 
sonal.  So  we  want  to  formally  recognize  the  personal 
element  —  on  both  sides  of  the  transaction. 


Interpretations  —  April  1  to  June  30,  1993 
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12U.S.C.  24(7) .  620,  623 

12U.S.C.  1817(j) . 621 

Regulations 

12CFR  5.34 . 622 

Subject 

Potential  conflicts  of  interest  relating  to  bank  proprietary  investment  products . 619 

Request  for  a  reevaluation  of  an  OCC  report  of  examination  finding  that  a  national 
bank  violated  banking  law  by  entering  into  a  general  partnership  with  a  borrower  ....  620 

Request  for  waiver  of  Change  in  Bank  Control  Act  requirements . 621 

Legal  analysis  of  NationsBank/Dean  Witter  retail  investment 

joint  venture . 622 

Preemption  of  Connecticut  law  relating  to  annuity  sales  by  national 

banks . 623 
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Interpretive  Letters* 


619— October  14,  1992 

We  appreciated  the  opportunity  to  meet  with  you  and 
representatives  of  ***  National  Bank  to  learn  more  about 
the  bank's  plans  for  improving  the  structure  and  ef¬ 
ficiency  of  its  trust  and  investment  operations.  As  I 
mentioned  at  the  meeting,  we  are  supportive  of  the 
general  objectives  the  bank  hopes  to  achieve  through 
this  restructuring.  We  did  express  a  few  concerns  that 
we  understand  the  bank  will  address  as  it  proceeds 
with  its  plans. 

The  Office  of  the  Comptroller  of  the  Currency  (OCC)  is 
concerned  with  the  bank's  proposal  to  rename  its 
proprietary  funds  the  ***  Funds  because  some  cus¬ 
tomers  may  believe  that  the  funds  are  backed  by  the 
bank  or  are  insured  deposits.  We  also  noted  that  the 
bank  could  incur  liabilities  under  federal  securities  laws 
if  customers  are  misled  into  believing  that  the  ***  Funds 
are  backed  by  the  bank  or  the  Federal  Deposit  In¬ 
surance  Corporation  (FDIC)  through  the  marketing  of 
these  funds.  We  also  discussed  legislation  that  has 
been  introduced  in  Congress  that  would  prohibit  banks 
from  using  their  names  for  their  proprietary  funds  be¬ 
cause  of  concerns  about  customer  confusion.  We  sug¬ 
gest  that  the  bank  consider  alternative  names  that 
might  avoid  such  confusion. 

We  discussed  conflicts  of  interest  that  would  be 
created  by  establishing  an  operating  subsidiary  that 
serves  as  investment  adviser  to  the  funds  and  also 
manages  trust  assets  that  are  placed  in  the  funds. 
Under  OCC  regulations,  such  conflicts  are  prohibited 
unless  lawfully  authorized  by  the  trust  instrument,  court 
order  or  local  law.  Bank  staff  indicated  that  adequate 
authorization  exists  for  such  an  arrangement. 

We  also  discussed  the  conflicts  that  would  be  created 
if  the  operating  subsidiary  also  manages  that  bank's 
investment  portfolio  and  understand  that  the  bank  is 
developing  policies  to  control  such  conflicts. 

Again,  we  enjoyed  hearing  about  the  bank's  future 
plans  and  look  forward  to  following  their  implementa¬ 
tion. 

William  P.  Bowden,  Jr. 

Chief  Counsel 

★  *  ★ 


'Interpretive  letters  and  no  objection  letters  reflect  the  views  of  the 
Comptroller’s  legal  staff  Trust  interpretations  reflect  the  views  of  the 
Compliance  Management  Department 


620— July  15,  1992 

This  is  in  response  to  the  April  9,  1991,  letter  from  *** 
***  and  your  letter  of  December  23,  1991,  requesting 
review  of  a  determination  in  an  Office  of  the  Comptroller 
of  the  Currency  (OCC)  Report  of  Examination  (ROE) 
that  ***  (bank),  had  violated  12  U.S.C.  24(7)  by  engag¬ 
ing  in  a  certain  transaction. 

Facts 

As  set  forth  in  the  above  letters  and  discussed  in  our 
telephone  conversations,  the  facts  are  as  follows.  On 
November  16,  1989,  the  bank  entered  into  a  letter 
agreement  with  ***  ***,  a  building  contractor,  whereby 
the  bank  sold  three  undeveloped  residential  lots  which 
the  bank  had  acquired  for  debts  previously  contracted 
(DPC).  The  lots  were  sold  at  a  price  of  $9,450  each,  for 
a  total  of  $28,350.  In  addition,  the  bank  also  lent  *** 
$1 62, 1 83  to  finance  the  cost  of  building  a  residence  on 
each  lot.  The  total  of  $1 90,533  was  booked  as  one  loan 
(the  loan)  by  the  bank.  The  bank  was  to  receive  interest, 
payable  quarterly,  at  the  rate  of  1  percent  above  the 
bank’s  prime  rate.  In  addition,  the  bank  was  to  receive 
contingent  interest  in  an  amount  equal  to  36.37  percent 
of  the  net  profits  realized  by  ***  from  sales  of  such 
properties  if  such  profits  were  realized  from  sales  oc¬ 
curring  during  the  loan’s  one-year  term;  this  contingent 
interest  was  capped,  per  agreement,  at  a  maximum  of 
$4,000  per  property. 

The  loan  was  of  a  "nonrecourse"  or  “in  rem"  nature  in 
that  the  bank  could  not  look  to  the  general  assets  of  *** 
for  repayment.  The  loan  and  terms  of  repayment  were 
evidenced  by  a  promissory  note  issued  by  the  bank  to 
***  (note)  on  November  16,  1989,  with  the  loan  being 
secured  by  a  Deed  of  Trust  to  all  three  properties.  At 
the  time  the  ***  loan  was  extended,  the  appraised  value 
of  the  three  properties,  in  the  aggregate,  exceeded  the 
amount  of  the  loan. 1 

One  of  the  three  properties  was  resold  on  August  31, 
1990.  During  the  succeeding  months,  ***  defaulted  on 
interest  payments  due  under  the  terms  of  the  loan 
Accordingly,  on  June  4,  1991,  pursuant  to  the  terms  of 
the  letter  agreement  and  those  of  the  note,  the  bank 
declared  the  entire  balance  of  the  ***  loan  due  and 
payable  and  foreclosed  on  the  remaining  two  proper¬ 
ties.  Both  properties  were  sold  to  third  parties  by 
August  21 ,  1991 . 

The  July  31,  1990  report  of  examination  (ROE) 
prepared  by  OCC  examiners  included  a  determination 


'A  detailed  description  of  the  appraisal  and  the  underwriting  and  loan 
guidelines  used  by  the  bank  is  contained  in  your  December  23  letter 
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that  the  bank  had  violated  12  U.S.C.  24(7)  by  making 
the  "*  loan  under  the  terms  described  above.  In  the 
ROE,  OCC  examiners  concluded  that  the  bank  was 
"actually  engaged  in  a  joint  venture  or  general  partner¬ 
ship  "  This  conclusion  was  based  on  two  factors:  ( 1 )  the 
agreement  to  share  net  profits  realized  from  the  sale  of 
the  properties;  and  (2)  the  conclusion  that  repayment 
of  the  loan  was,  notwithstanding  its  one-year  term, 
contingent  upon  the  sale  of  the  improved  properties. 
The  examiners  stated  that  the  bank,  instead  of  function¬ 
ing  merely  as  a  lender,  was  actually  engaged  in  a  joint 
enterprise  to  develop  the  real  estate  in  question,  with 
an  expectation  of  profit  and  return  of  its  capital  contribu¬ 
tion  upon  final  sale  of  the  involved  properties. 

It  is  of  course  well  established  that  a  national  bank  lacks 
the  power  to  enter  into  a  general  partnership  or  other 
relationship  which  results  in  the  bank's  having  unlimited 
liability  for  the  actions  of  others.  Merchants  National 
Bank  v.  Wehrmann,  202  U.S.  295  (1906).  However,  it  is 
your  position  in  this  matter  that  the  bank's  role  in  the  *** 
transaction  was  that  of  a  lender  in  a  shared  apprecia¬ 
tion  mortgage  (SAM)  and  not  that  of  a  general  partner 
or  participant  in  a  joint  venture.2 

Shared  Appreciation  Mortgage  Loans 

In  general,  the  OCC  has  approved  the  use  by  national 
banks  of  various  forms  of  participatory  financing.  See 
Interpretive  Ruling  7.7312  (12  CFR  7. 7312). 3  Essential¬ 
ly,  this  ruling  recognizes  the  authority  of  a  national  bank 
to  take  a  share  in  the  profit,  income,  or  earnings  of  a 
business  enterprise  as  a  full  or  partial  substitute  for 
interest.  This  aspect  of  a  lending  arrangement  is  some¬ 
times  referred  to  as  an  “equity  kicker"  or,  in  the  case  of 
mortgaged  real  estate,  a  component  of  a  shared  ap¬ 
preciation  mortgage  (SAM)  loan.  A  SAM  loan  is  a  loan 
secured  by  an  interest  in  real  estate  in  which  the  bor¬ 
rower  agrees  to  pay,  in  addition  to  principal  and  a  stated 


“Mr  ***'s  letter  (p  32  et  seq.)  also  referred  to  and  attempted  to  refute 
a  reference  purportedly  made  during  the  examination  of  the  bank 
to  certain  reporting  requirements  set  forth  in  the  OCC  Instructions  for 
consolidated  Reports  of  Condition  and  Income  (call  report  instruc- 
r  regarding  proper  accounting  for  ADC  transactions.  However, 
-  mce  the  nature  of  that  reference,  apparently  oral,  is  unclear  and 
statement  regarding  the  cited  violation  of  12  U.S.C. 
or ns  no  mention  of  any  accounting  standards,  this  issue  is 
deemed  germane  to  the  question  of  the  bank's  participation  or 
.  r  '  ven’  ire  and  is  not  discussed  in  this  analysis 
nterpretive  Ruling  7  7312(12  CFR  7.7312)  states 

A  r  atmr  ai  bank  may  take  as  consideration  for  a  loan  a  share  in 
ome  or  earnings  from  a  business  enterprise  of  a 
share  may  be  in  addition  to  or  in  lieu  of  interest 
obligation  to  repay  principal,  however  shall  not 
,r  od  jpon  the  profit  income  or  earnings  of  the 


rate  of  interest,  an  amount  equal  to  an  agreed  percent¬ 
age  share  in  the  net  appreciation  of  the  property. 

A  national  bank's  authority  to  employ  participatory 
financing  arrangements  is  subject  to  certain  limitations 
in  order  to  ensure  that  the  bank’s  role  in  providing  such 
financing  is  that  traditionally  assumed  as  a  lender.  See, 
e  g.,  OCC  Interpretive  Letter  No.  204  (June  17,  1981), 
reprinted  in  [1981-1982  Transfer  Binder]  Fed.  Banking 
L.  Rep.  (CCH)  H  85,285.  There  must  be  no  risk  to  loan 
principal  other  than  that  arising  from  a  borrower's 
default;  in  this  regard,  Interpretative  Ruling  7.7312  re¬ 
quires  that  the  repayment  of  principal  shall  not  be 
conditioned  upon  the  profit,  income,  or  earnings  of  the 
business  enterprise.  Further,  in  keeping  with  the 
provisions  of  12  U.S.C.  24(7)  and  29,  a  national  bank 
can  have  no  possessory  or  ownership  interest  in  a 
borrower’s  business  or  real  estate. 

Most  relevant  to  the  circumstances  under  considera¬ 
tion,  the  OCC  has  previously  taken  the  position  that  a 
national  bank  may  make  a  SAM  loan  to  a  developer  for 
the  acquisition  of  residential  real  property  and  sub¬ 
sequent  construction  thereon.  In  OCC  Interpretive  Let¬ 
ter  No.  244  (January  26,  1982),  reprinted  in  [1983-1984 
Transfer  Binder]  Fed.  Banking  L.  Rep.  (CCH)  H  85,408, 
the  OCC  considered  a  proposal  under  which  a 
developer  receiving  a  SAM  loan  would  acquire  im¬ 
proved  residential  property  for  the  purpose  of  convert¬ 
ing  such  property  into  condominiums.  The  OCC 
concluded  that  the  arrangement,  under  which  the  bank 
would  receive  a  percentage  of  the  appreciation  in  the 
business’s  value  in  addition  to  the  remaining  principal 
of  the  loan  and  accrued  interest,  was  legally  permis¬ 
sible  as  a  lending  transaction  and  not  prohibited  under 
either  sections  24(7)  or  29.  In  the  facts  addressed  in 
that  letter,  the  amount  of  appreciation  payable  to  the 
involved  national  bank  was  to  be  determined  by  either 
sale  or  price  or  appraisal;  the  bank  would  have  no 
ownership  interest  in  either  the  borrower’s  business  or 
real  property. 

In  my  opinion,  the  ***  loan  is  substantially  similar  to  the 
transaction  described  in  Interpretive  Letter  No.  244  and 
falls  within  the  practices  legally  sanctioned  by  Interpre¬ 
tive  Ruling  7.731 2.  In  the  ***  loan  transaction,  an  obliga¬ 
tion  on  the  part  of  ***  did  exist  to  repay  loan  principal 
and  interest  which  was  not  conditioned  upon  the  profit, 
income,  or  earnings  of  the  business  enterprise.  While 
of  a  nonrecourse  nature  as  to  ***,  the  loan  was  repay¬ 
able  by  ***  regardless  of  whether  the  borrower  was  or 
was  not  successful  in  its  intended  development  of  the 
involved  properties.  Thus,  supported  by  the  above-ref¬ 
erenced  Deed  of  Trust,  the  risk  assumed  by  the  bank 
in  its  transaction  was  that  ordinarily  assumed  by 
lenders  generally  —  that  of  a  borrower’s  default.  Con¬ 
sidered  in  this  manner,  the  ***  loan  transaction  may  be 


regarded  as  a  SAM  loan  sanctioned  under  Interpretive 
Ruling  7.7312  as  a  legally  permissible  form  of  national 
bank  lending.4 

Partnership  Issues 

The  structure  and  circumstances  of  the  transaction 
support  the  further  conclusion  that  the  ***  loan  did  not 
create  a  partnership  between  ***  and  the  bank  and 
thereby  place  the  bank  in  the  role  of  a  general  partner. 

Generally,  the  determination  of  whether  a  partnership 
has  been  created  is  an  issue  determined  under  relevant 
state  law  —  there  is  no  federal  law  dealing  with  partner¬ 
ship.  Texas  has  adopted  the  Uniform  Partnership  Act 
(UPA),  which  defines  a  partnership  as  “an  association 
of  two  or  more  persons  to  carry  on  as  co-owners  a 
business  for  profit.”5  UPA  (6)(1).  Under  this  definition, 
the  issue  of  whether  a  partnership  exists  or  has  been 
created  is  a  question  of  fact  which  is  generally  resolved 
by  the  determination  of  whether  certain  attributes  of  a 
partnership  are  present  in  a  given  relationship. 

In  determining  whether  a  partnership  exists,  the  right 
to  a  portion  of  the  profits  of  the  business  is  considered 
prima  facie  evidence  of  a  partnership’s  existence.  UPA 
7(4).  However,  an  exception  to  this  principle  exists  if  the 
share  of  profits  is  received  in  payment  "as  a  debt  by 
installments  or  otherwise,"  or  “as  interest  on  a  loan, 
though  the  amount  of  payment  [may]  vary  with  the 
profits  of  the  business."  UPA  7(4)(a)  and  (d),  respec¬ 
tively.6  Thus,  as  a  general  rule,  a  person  who  makes  a 
loan  to  the  owner  of  a  business  in  consideration  of  a 
share  of  profits  in  repayment  of  the  loan  will  not  thereby, 
without  more,  become  a  partner  in  the  business. 


4This  letter  does  not  attempt  to  address  the  issue  of  whether  the 
means  through  which  the  bank  attempted  to  dispose  of  the  DPC 
properties  in  question  constituted  a  "covered  transaction”  as  defined 
by  OCC’s  Interpretive  Ruling  7.3025.  It  is  noted,  however,  that  one  of 
the  elements  for  determining  if  a  transaction  constitutes  a  true  sale 
for  the  purposes  of  12  U  S  C.  29  is  whether  there  is  financing  provided 
on  terms  more  favorable  than  those  customarily  required  by  a  bank 
when  its  sole  involvement  is  that  as  a  lender  Further,  this  letter  is  not 
intended  to  conclude  whether  such  transaction,  particularly  its  "in 
rem"  nature,  was  or  was  not  consistent  with  principles  of  safety  and 
soundness. 

^he  Texas  Uniform  Partnership  Act  (TUPA)  is  codified  at  Tex  Rev 
Civ  Stat  Ann.  art.  6132b  (Vernon  1970  &  Supp  1991  )  Since  there 
are  no  material  differences  between  the  TUPA  and  the  Uniform 
Partnership  Act  for  purposes  of  this  analysis,  the  latter  will  be  cited 
in  this  discussion 

6The  non-presumption  in  debt  cases  is  apparently  a  codification  of 
a  common  law  rule  developed  to  protect  holders  of  previously 
created  debt  who  tried  to  salvage  something  from  a  failing  debtor  by 

taking  some  or  all  of  his  profits.  J  Crane  and  A  Bromberg,  Law  of 
Partnership,  15  (1968)  (Crane  and  Bromberg)  The  non-presumption 
in  interest  cases  historically  derives,  at  least  in  part,  from  its  use  as 

a  way  around  the  usury  law.  Crane  and  Bromberg  1 9  It  is  also  derived 
from  a  common  law  rule  that  one  who  invests  for  profits  in  lieu  of  or 
in  addition  to  interest  is  not  liable  as  a  partner  where  the  investment 
is  in  fact  a  loan  59 A  Am  Jr  2d  Partnership  185. 


In  determining  whether  a  given  transaction  represents 
a  loan  or  an  investment  by  contributing  partners,  courts 
have  tended  to  find  that  a  partnership  exists  when  the 
usual  terms  of  a  loan  are  absent. 7  In  this  instance,  it  has 
been  represented  that  the  ***  loan  met  the  charac¬ 
teristics  of  a  loan  as  described  in  the  Comptroller's 
Handbook  for  National  Bank  Examiners  ( Handbook ) 
For  example,  the  ***  loan  resulted  from  direct  negotia¬ 
tions  between  the  bank  and  and  ***  had  to  agree  to 
the  bank's  terms  in  order  to  obtain  the  loan.  Further, 
noting  that  the  Handbook  also  advises  examiners  that 
how  an  institution  treats  the  transaction  is  significant,  it 
has  been  further  represented  that  the  bank  applied  the 
lending  limits  prescribed  by  12  U.S.C.  84,  followed 
established  policies  and  procedures  in  making  the 
loan,  and  made  the  required  credit  analysis  on  which 
its  credit  decision  was  based.  Additionally,  the  agree¬ 
ment  and  assignment  of  net  profits  interest  between  the 
bank  and  ***  specified  (H  3.3)  that  the  agreement  to 
share  profits  was  not  intended  to  create  a  partnership 
or  joint  venture. 

The  existence  of  a  person's  control  over  an  enterprise 
is  another  factor  which  bears  on  whether  a  partnership 
exists,  since  the  UPA  defines  a  partnership  as  “an 
association  of  two  or  more  persons  to  carry  on  as 
co-owners  a  business  for  profit."  UPA  6(  1 ).  The  general 
rule  is  that  a  lender  receiving  profits  either  in  lieu  of  or 
in  addition  to  interest  is  not  liable  as  a  partner  absent 
his  participation  in  control  or  management  of  the  busi¬ 
ness.8  Under  the  terms  of  the  **"  loan,  it  is  understood 
that  the  bank  had  no  right  to  exercise  management  and 
control  over  '**’s  business  or  over  the  development  of 
the  property.  Moreover,  there  was  not  agreement  that 
the  bank  would  share  in  any  of  ***’s  business  losses. 

In  view  of  the  foregoing  factors  and  representations 
made  on  behalf  of  the  bank,  it  seems  conclusive  that 
the  bank’s  position  was  that  of  the  lender  in  a  SAM  loan, 
not  a  partner  in  a  business  enterprise.  The  transaction 
was  structured  as  a  loan  under  circumstances  where 
the  bank  did  not  control  its  borrower’s  business 
enterprise  and  had  no  obligation  to  share  in  any  losses 
associated  with  that  enterprise.  The  fact  that  ***  was  to 
repay  the  loan  principal  out  of  the  sale  proceeds  does 
not  obviate  the  fact  that  there  was  a  legal  obligation  to 
repay  the  loan  at  its  maturity  regardless  of  whether  the 
property  was  sold.  Given  that  the  presumption  of 
partnership  which  ordinarily  arises  from  arrangements 
to  share  profits  does  not  apply  if  the  profits  are  received 


7 See,  generally.  A  Bromberg  and  L  Ribstem.  Partnership,  Vol  1.2  09 
(1988) 

6See  Crane  and  Bromberg  19  at  94  The  authors  note  thatthe  position 
of  such  an  investor  is  similar  to  that  of  a  limited  partner  whose  general 
partners  have  guaranteed  the  return  of  his  contribution 
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in  payment  of  a  debt  or  as  interest  on  a  loan,  I  conclude 
-  in  the  absence  of  other  factors  —  that  the  bank  did 
not  undertake  a  general  partner's  status  in  its  structur¬ 
ing  of  the  loan 

Joint  Venture  Issues 

For  many  of  the  reasons  discussed  above,  I  also 
believe  that  the  relationship  between  the  bank  and  *** 
did  not  create  a  joint  venture.  Unlike  the  statutory  rules 
for  formation  of  a  partnership  under  the  UPA,  rules 
regarding  the  formation  of  joint  ventures  are  derived 
from  common  law.  The  major  difference  between  the 
two  forms  of  association  is  that  the  activities  of  a  joint 
venture  are  generally  limited  in  purpose  and  scope  to 
a  single  transaction  or  series  of  transactions,  not  requir¬ 
ing  the  entire  attention  of  the  participants  and  having  a 
fairly  short  duration,  while  a  partnership  involves  the 
conducting  of  a  "general  business."  See,  e.g.,  Luire  v. 
Arizona  Fertilizer  and  Chemical  Co.,  421  p.2d,  330,  332 
(Ariz.  1966).  The  Texas  courts  have  defined  a  "joint 
venture”  as  a  type  of  partnership  of  a  limited  nature  by 
two  or  more  persons  to  prosecute  jointly  a  particular 
transaction  for  mutual  benefit  or  profit.  See  Tex-Co 
Grain  Co.  v.  Happy  Wheat  Growers,  Inc.,  542  S.W.2d 
934,  936  (Tex.  Civ.  1976). 

Despite  these  differences,  a  joint  venture  resembles  a 
general  partnership  insofar  as  the  liability  of  par¬ 
ticipants  is  concerned.  For  this  reason,  participation  by 
a  national  bank  in  a  joint  venture  is  generally  ultra  vires. 
Although  national  bank  participation  in  a  joint  venture 
may  not  be  precluded  in  all  instances,  participation  in 
a  joint  venture  will  be  proscribed  when  the  enterprise 
has  loss-  and  liability-sharing  features  substantially 
similar  to  those  of  a  traditional  general  partnership.  A 
national  bank  lacks  the  power  to  enter  into  such  a  joint 
venture.9 

Under  Texas  law,  a  joint  venture  must  be  characterized 
by  elements  similar  to  those  of  a  partnership:  mutual 
control,  community  of  interest,  an  agreement  to  share 
profits,  and  an  agreement  to  share  losses  and  cost.10 
In  this  instance,  only  the  profit-sharing  element  is 
present.  As  discussed  above  ( supra  at  6),  the  bank  did 
not  exercise  control  or  management  over  the  enter- 


FC  has  taken  the  position  that  a  national  bank  may  legally 
participate  in  a  business  relationship  characterized  as  a  joint  venture 
r  /  ■  U  the  bank  is  a  limited  partner  whose  liability  is  limited  to  its 

ap'Uii  contribution,  or  (2)  the  bank  is  the  sole  general  partner  in  a 
reo  partnership  and  the  bank  obtains  a  legal  opinion  from  local 
cue  stating  that  the  bank  will  not  under  any  circumstances,  be 
abilit  /  for  the  acts  of  the  limited  partners  Letter  from 

r,  q  Coastal  P/a/ns  Davolripmont  Corp  v  Micrea  Inc  572 


prise.  The  bank  was  not  required  to  share  in  the  losses 
on  the  property.  Under  the  agreement,  the  bank  was 
not  obligated  to  share  in  or  compensate  ***  for  any  loss 
resulting  from  a  decline  in  the  value  of  the  property. 
There  was  no  real  community  of  interest  —  the  bank's 
interest  was  in  making  a  loan,  whereas  **”s  interest  was 
in  the  purchase  and  development  of  property.  As  dis¬ 
cussed  above,  the  making  of  a  SAM  loan,  wherein  a 
bank  takes  as  interest  a  percentage  of  the  appreciation 
of  the  property’s  value  in  addition  of  repayment  of 
principal  and  interest,  is  a  permissible  activity  under 
I.R.  7.7312.  The  elements  necessary  to  form  a  joint 
venture  under  Texas  law  do  not  appear  to  have  been 
present  in  this  case. 

Conclusion 

For  the  reasons  discussed  above  and  on  the  basis  of 
your  representations,  it  is  my  conclusion  that  the  bank's 
role  in  the  foregoing  transaction  was  that  of  a  lender  in 
a  shared  appreciation  mortgage  (SAM)  and  not  that  of 
a  general  partner  or  participant  in  a  joint  venture.  Since 
the  bank  was  the  lender  in  a  type  of  loan  permissible 
under  I.R.  7.7312,  the  bank's  action  in  making  the  *** 
loan  did  not  constitute  a  violation  of  12  U.S.C.  24  (7). 
As  indicated  previously  within  this  letter,  no  conclusion 
is  offered  as  to  whether  the  making  of  the  loan  con¬ 
stituted  divestiture  of  OREO  under  12  U.S.C.  29  or 
whether  the  granting  of  "in  rem,"  or  nonrecourse, 
financing  in  these  circumstances  comported  with  prin¬ 
ciples  of  safe  and  sound  banking. 

Sue  E.  Auerbach 
Senior  Attorney 

Legai  Advisory  Services  Division 

★  ★  ★ 


621 — February  1,  1993 

This  is  in  response  to  your  July  6,  1992,  letter  to  the 
Office  of  the  Comptroller  of  the  Currency's  (OCC) 
Western  District  office  in  San  Francisco,  which  was 
forwarded  to  OCC  headquarters  in  Washington,  D.C. 
for  review.  I  apologize  for  the  delay  in  responding  to 
your  inquiry. 

In  your  letter,  you  represent  that  you  own  50,000  shares, 
or  9.8  percent  of  the  outstanding  common  stock  of  the 
bank.  You  are  "seeking  permission  to  acquire  up  to 
25,000  [additional]  shares  in  the  open  market  in  order 
to  average  down  [your]  investment."  As  this  additional 
acquisition  will  bring  your  aggregate  stockholding  to 
more  than  10  percent  of  the  bank's  outstanding  shares, 
you  have  requested  that  the  OCC,  based  upon  specific 


representations  made  in  your  letter,  waive  the  filing 
requirement  under  the  Change  in  Bank  Control  Act  of 
1978  (Act),  12  U.S.C.  1 81 7(j).  Provided  that  you  affirm¬ 
atively  complete  the  undertakings  enumerated  in  this 
letter,  the  OCC  will  not  require  that  you  file  a  notice  of 
change  in  bank  control  pursuant  to  the  act. 

Under  the  act  and  the  OCC  regulations  thereunder, 
acquisition  of  the  power  to  vote  10  percent  or  more  of 
a  class  of  voting  securities  of  a  national  bank,  by  a 
person  or  persons  acting  in  concert,  is  presumed  (sub¬ 
ject  to  rebuttal)  to  be  an  acquisition  by  such  person  or 
persons  acting  in  concert  to  direct  the  bank's  manage¬ 
ment  or  policies,  if  immediately  after  the  transaction  no 
other  person  will  own  a  greater  proportion  of  that  class 
of  voting  securities.  12  U.S.C.  1 81 7(j)(8)(A),  12  CFR 
5.50(d)(1).  This  presumption  becomes  irrebuttable 
upon  acquisition  of  25  percent  of  a  class  of  voting 
securities.  12  U.S.C.  1 81 7(j)(8)(B),  12  CFR  5.50  (d)(1). 
In  the  present  case,  it  is  assumed,  although  not  stated 
in  your  letter,  that  no  other  person  owns  a  greater  share 
of  bank  stock  than  you  would  hold  if  you  acquire  the 
additional  shares  as  you  propose. 

In  your  letter,  you  contend  that  the  presumption  of 
control,  should  you  acquire  up  to  an  additional  25,000 
shares,  is  rebutted  for  the  following  reasons: 

(1 )  You  do  not  presently  serve  on  the  bank’s  board 
of  directors,  nor  do  you  plan  to  seek  any  board 
representation.  Your  contacts  with  bank  manage¬ 
ment  have  been  few  and  your  questions  limited  to 
the  type  customarily  asked  by  other  interested 
stockholders; 

(2)  You  will  not  have  any  transactions  with  the 
bank  other  than  normal  banking  transactions,  nor 
will  the  shares  be  pledged  to  secure  a  loan  with 
any  institution; 

(3)  You  are  willing  to  grant  bank  management  a 
proxy  to  vote  those  shares  that  you  acquire  in 
excess  of  10  percent;  and 

(4)  You  previously  filed  a  notice  of  change  in  bank 
control  under  the  act  concerning  another  institu¬ 
tion  10  years  ago,  and  did  not  exercise  a  control¬ 
ling  influence  on  that  institution,  notwithstanding 
the  statutory  presumption  of  control. 

The  OCC  will  conclude  that  you  have  rebutted  the 
presumption  of  control  provided  that  you  affirmatively 
undertake,  through  a  signed  written  commitment,  the 
following: 


(1)  You  are  acquiring  any  shares  in  excess  of  10 
percent  of  a  class  of  voting  securities  of  the  bank 
exclusively  for  investment  purposes; 

(2)  You  will  not  serve  on  the  board  of  directors  and 
will  not  nominate  any  candidate  to  serve  on  the 
board  or  otherwise  seek  board  representation; 

(3)  Your  contacts  with  management  will  be  ex¬ 
pressly  limited  to  the  type  described  in  your  cor¬ 
respondence; 

(4)  You  will  engage  only  in  normal  and  customary 
banking  transactions  with  the  bank  and  the 
shares  will  not  be  pledged  to  secure  a  loan  with 
any  institution; 

(5)  You  will  grant  management  a  proxy  to  vote  all 
shares  in  excess  of  10  percent.  The  proxy  instruc¬ 
tions  will  provide  that,  in  any  instance  in  which  the 
proxy  is  used,  the  shares  covered  by  the  proxy 
will  be  voted  in  the  same  proportion  as  all  other 
shares  voted  by  all  other  shareholders,  thereby 
substantively  removing  the  voting  significance  of 
the  shares  covered  by  the  proxy; 

(6)  You  affirmatively  acknowledge  that  in  the  event 
that  any  of  the  foregoing  undertakings  are  not 
strictly  adhered  to,  your  conduct  will  be  viewed  as 
an  intentional  effort  to  exercise  a  controlling  inter¬ 
est  in  the  bank  in  violation  of  the  act,  which  will 
subject  you  to  administrative  action;  and 

(7)  In  the  event  you  wish  to  deviate  from  any  of  the 
foregoing  undertakings,  you  will  either  file  a 
change  in  bank  control  notice  pursuant  to  the  act 
or  obtain  a  written  opinion  from  the  OCC  that  such 
a  notice  is  not  required. 

Should  you  decide  to  proceed  with  your  plan  to  pur¬ 
chase  up  to  an  additional  25,000  shares  of  bank  stock, 
please  provide  the  foregoing  signed  written  commit¬ 
ment  to  the  OCC's  Los  Angeles  Field  Office  at  550  North 
Brand  Blvd.,  Suite 550,  Glendale,  California  91203,  with 
a  copy  to  the  bank. 

Sue  E.  Auerbach 
Senior  Attorney 

Corporate  Organization  and  Resolutions  Division 
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622— April  9,  1993 

Mr  Paul  J.  Polking 
NationsBank  Corporation 
Legal  Department 
NationsBank  Corporate  Center 
Charlotte,  North  Carolina  28255-0065 

Re.  NationsBank  of  North  Carolina,  N.A. 

Operating  Subsidiary  Notice;  Control 
Number  92  ML08010 

Dear  Mr.  Polking: 

This  letter  responds  to  the  notification  filed  on  October 
26,  1992,  on  behalf  of  NationsBank  of  North  Carolina, 
N.A  (Bank)  pursuant  to  12  CFR  5.34,  of  the  bank's 
intent  to  establish  a  wholly  owned  operating  subsidiary 
(subsidiary)  to  participate,  as  a  general  partner,  in  a 
proposed  general  partnership  (partnership)  with  a  sub¬ 
sidiary  of  Dean  Witter  Financial  Services  Group  (DW). 
The  partnership  will  be  created  pursuant  to  a  joint 
venture  agreement  (joint  venture)  between  the  bank 
and  DW  relating  to  the  sale,  on  a  retail  basis  through 
the  partnership,  of  various  types  of  investment  prod¬ 
ucts,  including  securities  and  annuities. 

Based  on  the  information  and  representations  in  the 
bank's  notification  letter,  accompanying  legal 
memorandum,  supplemental  documentation,  and 
other  materials,  we  conclude  that  the  proposed  ac¬ 
tivities  are  permissible  for  national  banks  and  their 
operating  subsidiaries  and  are  consistent  with  prior 
opinions  of  the  Office  of  the  Comptroller  of  the  Currency 
(OCC).  Accordingly,  the  bank  may  implement  its 
proposal  pursuant  to  12  CFR  5.34,  based  on  the  facts 
as  described  and  in  accordance  with  all  the  repre¬ 
sentations  made  in  the  submitted  materials.  This  deter¬ 
mination  also  subjects  the  bank,  the  subsidiary,  and  the 
partnership  to  all  the  conditions  set  forth  in  this  letter. 

The  Bank's  Proposal 

Under  the  proposal,  the  bank's  subsidiary  and  a  newly 
established  subsidiary  of  DW  will  enter  into  a  general 
partnership,  each  with  a  50  percent  interest.  The 
partnership  will  be  a  separate  and  distinct  entity  from 
the  bank,  DW,  and  their  affiliates.  The  partnership  will 
not  provide  or  permit  access  to  a  partner  of  confidential 
and  proprietary  information  received  from  the  other 
partner  or  any  of  its  affiliates  1  As  such,  DW  will  not  have 
direct  access  to  partnership  customers. 


‘°rnQr  ir.fs  of  the  partnership  also  will  be  accorded  confidential 
treatment  by  the  partners  including  DW  and  except  for  customers 
•  ■■ationship  with  a  partner  or  its  affiliate  outside  of  the 
it  be  provided  by  a  partner  to  any  affiliate  or  other 


The  day-to-day  business  of  the  partnership  will  be 
managed  by  a  chief  operating  officer  who  will  have  the 
authority  to  make  decisions  within  operating  guidelines 
set  forth  in  the  partnership  agreement.  The  initial  chief 
operating  officer  will  be  a  former  senior  officer  of  DW  or 
an  affiliate  thereof,  and  the  next  ranking  officer  will  be 
a  former  senior  officer  of  NationsBank  Corporation 
(NBC)  or  a  subsidiary  thereof.  The  chief  operating 
officer  and  next  ranking  officer  will  completely  sever 
their  previous  employment  relationships  with  DW  or  its 
affiliates,  and  the  bank  or  its  affiliates,  respectively. 
These  individuals  will  be  employed  exclusively  by  the 
partnership.2  The  partnership  agreement  will  specify 
that  all  major  decisions  of  the  partnership  and  any 
changes  in  the  operating  guidelines  must  be  approved 
by  both  partners.  Each  partner  in  effect  has  veto  power 
over  actions  proposed  by  the  other  partner.  According¬ 
ly,  the  subsidiary  could  not  be  precluded  by  the  other 
partner  from  having  the  partnership’s  operations  and 
activities  conform  to  the  national  banking  laws,  includ¬ 
ing  any  condition  imposed  pursuant  to  12  CFR  5.34. 

The  partnership  agreement  will  fully  delineate  the  ac¬ 
tivities  of  the  partnership,  which  activities  will  be  limited 
to  those  permissible  for  a  national  bank  or  its  operating 
subsidiary.  Further,  the  partnership  agreement  will  pro¬ 
vide  that  the  partnership  will  be  subject  to  full  OCC 
regulation,  supervision  and  examination,  including  an 
undertaking  by  the  partnership  to  cease  engaging  in 
any  activity  which  the  OCC  formally  determines  not  to 
be  permissible.  Although  the  partnership  contemplates 
an  initial  five-year  term,  certain  events,  such  as  an 
adverse  regulatory  decision,  could  trigger  an  earlier 
termination  of  the  partnership.  Under  the  submitted 
proposal,  the  partnership  will  not  own  or  control  any 
subsidiaries.  If  the  partnership  intends  or  proposes 
such  ownership  or  control  of  subsidiaries  in  the  future 
then  the  OCC  would  require  the  submission  of  a  notice 
pursuant  to  12  CFR  5.34. 

The  proposed  name  of  the  partnership  is  "Nations 
Securities,  a  Dean  Witter/NationsBank  Company."  The 
principal  executive  office  of  the  partnership  will  be 
located  in  Charlotte,  North  Carolina.3  However,  the 
partnership  will  establish  offices  at  other  NBC  locations, 
including  branch  offices  of  bank  subsidiaries  of  NBC, 
and  other  locations.  The  bank  has  assured  us  that 
various  efforts  will  be  made  by  the  partnership  to 
promote  separateness  between  the  bank’s  operations 
and  those  of  the  partnership.  In  particular,  the  bank  has 


JWe  understand  that  this  also  will  be  true  of  any  other  employees  of 
the  partnership  previously  employed  by  the  bank,  DW,  or  their 
affiliates 

^The  subsidiary's  principal  office  also  will  be  located  in  Charlotte. 
North  Carolina 


represented  that  the  partnership  office  typically  will  be 
segregated  by  panels,  planters,  walls  or  similar  physi¬ 
cal  elements.  Each  partnership  office  will  be  separately 
identified  as  an  office  of  the  partnership  through  ap¬ 
propriate  signs,  which  will  include  the  partnership’s 
name  and  logo.  The  partnership's  logo  will  be  distinct 
from  the  logo  of  the  bank.  The  partnership  also  will  have 
different  telephone  numbers. 

The  partnership  will  be  registered  as  a  broker/dealer 
under  the  Securities  Exchange  Act  of  1934  (act)  and 
under  applicable  state  securities  laws.  The  partnership 
also  will  be  a  member  of  the  National  Association  of 
Securities  Dealers,  Inc.  (NASD)  and  a  licensed  in¬ 
surance  agent  to  sell  fixed  and  variable  annuities  in 
states  where  so  required.4  The  partnership  will  be 
subject  to  all  applicable  requirements  of  the  federal 
securities  laws  and  the  Rules  of  Fair  Practice  of  the 
NASD. 

Proposed  Activities  of  the  Partnership 
The  Bank  Program 

The  business  of  the  joint  venture  will  consist  initially  of 
the  bank  program  and  subsequently  of  the  syndication 
program.  The  bank  program  will  consist  of  sales,  en¬ 
tirely  on  an  agency  basis,  to  existing  customers  and 
new  customers  of  the  bank  and  DW  or  their  sub¬ 
sidiaries.5  The  brokerage  activities  of  the  partnership 
will  involve  primarily  the  sale  of  "packaged  products," 
such  as  mutual  funds,  fixed  and  variable  annuities6 
unit  investment  trusts,  and  equity  and  fixed  income 
securities.  The  mutual  funds  sold  will  include  funds 
advised  by  the  bank  and  its  affiliate  banks,7  mutual 
funds  sponsored,  distributed  and  advised  by  DW  and 
its  affiliates,  and  mutual  funds  sponsored,  distributed 
and  advised  by  parties  not  affiliated  with  either  the  bank 
or  DW.  The  compensation  received  by  the  partnership 


4The  bank  states  that  the  partnership  will  not  be  registered  as  an 
investment  advisor  under  the  Investment  Advisors  Act  of  1940,  as 
the  advice  provided  by  the  partnership  will  be  incidental  to  the 
conduct  of  its  brokerage  business  and  the  partnership  will  not  receive 
special  compensation  for  providing  such  advice  See  15  U  S  C 
80b-2(a)(1 1). 

^he  bank  represents  that  the  partnership  will  not  act  as  a  “principal'’ 
in  connection  with  any  investment  products  However,  as  part  of  its 
brokerage  activities,  the  partnership  may  engage  in  so-called  "risk¬ 
less  principal"  transactions,  whereby  the  partnership  on  behalf  of  a 
customer  may  effect  the  purchase  and  sale  of  a  security  on  a 
principal  basis  but  only  if  it  can  conduct  a  concurrent  offsetting  sale 
and  purchase  of  the  same  security  with  another  party.  In  no  event  will 
the  partnership  maintain  an  account  for  the  purchase  and  sale  of 
securities  on  its  own  behalf  or  initiate  an  order  or  hold  the  securities 
for  its  own  account 

^he  fixed  and  variable  annuities  sold  may  be  issued/underwritten 
by  an  insurance  company  affiliated  with  DW,  although  unaffiliated 
with  the  subsidiary  or  the  bank 

7The  funds  are  sponsored  and  distributed  by  an  independent  party 


for  its  brokerage  activities  will  be  consistent  with  that 
customarily  received  by  an  agent  and  not  that  of  a 
principal  or  dealer.  Nor  will  bank  employees  receive 
direct  compensation  for  referring  customers  to  the 
partnership  based  upon  completed  sales. 

The  partnership  also  may  provide  investment  advice  to 
customers  in  connection  with  the  purchase  and  sale  of 
the  investment  products.  The  ultimate  investment 
decision,  however,  will  rest  exclusively  with  the  cus¬ 
tomer.  The  partnership  will  not  have  any  accounts  over 
which  it  has  discretionary  authority.  The  partnership 
may,  in  a  manner  consistent  with  all  applicable  rules 
governing  broker/dealers  in  such  circumstances, 
recommend  or  suggest  certain  mutual  funds.  If  it  is  the 
case  with  any  such  recommended  mutual  fund,  cus¬ 
tomers  will  be  advised  that  the  bank  or  an  affiliate  is  the 
advisor  to  the  mutual  fund. 

In  addition,  the  bank  has  represented  that  the  partner¬ 
ship  will  not  provide  brokerage  services  to  the  bank’s 
trust  account  customers  or  bank  customers  with  other 
fiduciary  relationships,  except  where  explicitly 
authorized  by  the  customer  and  in  accordance  with  all 
applicable  laws,  including  the  applicable  provisions  of 
12  CFR  9  and  interpretations  thereunder.  Further,  if  the 
partnership  provides  any  services  to  Keogh  accounts, 
self-directed  individual  retirement  accounts,  or  other 
similar  accounts  of  the  bank,  such  activities  will  be 
consistent  with  prior  OCC  precedents  requiring 
specific  customer  authorization  and  full  disclosure  of 
the  arrangements,  including  fees  or  commissions.  See 
Trust  Interpretive  Letter  No.  88  (March  24,  1987);  Inter¬ 
pretive  Letter  No.  302  (February  21,  1984),  reprinted  in 
[1985-87  Transfer  Binder]  Fed.  Banking  L.  Rep.)  (CCH) 
H  85,472.  We  also  remind  the  bank  of  its  fiduciary 
obligations  under  state  law  and  pursuant  to  the  OCC's 
self-dealing  regulation,  12  CFR  9.12,  which  reflects  a 
trustee’s  duty  of  loyalty,  a  basic  principle  of  trust  law.  As 
such,  the  bank  must  carefully  consider  all  applicable 
laws  with  respect  to  the  purchase  in  a  fiduciary  capacity 
of  any  products  underwritten  by  DW  or  other  products 
in  which  DW  has  an  interest. 

The  partnership  will  provide  full  disclosure  to  insure  that 
customers  who  purchase  on  bank  premises  are  not 
confusing  the  investment  products  with  insured 
deposits.  The  information  provided  by  the  partnership 
will  advise  customers  that  the  products  are  not  en¬ 
dorsed  or  guaranteed  by,  and  do  not  constitute  obliga¬ 
tions  of,  the  partnership,  the  subsidiary,  the  bank,  or 
their  affiliates,  and  that  the  products  are  not  insured  by 
the  Federal  Deposit  Insurance  Corporation  (FDIC).  The 
partnership  also  will  provide  disclosure  to  customers 
explaining  the  relationship  of  the  partnership  and  the 
products  that  it  sells,  to  the  bank  and  its  affiliates  and 
to  DW  and  its  affiliates.  The  bank  has  represented  that 
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customers  will  receive  these  disclosures  in  several 
ways,  including  (1)  disclosures  built  into  the  customer 
account  agreements  or  additional  disclosure  docu¬ 
ments  provided  when  the  customer  relationship  is  in¬ 
itiated,  (2)  in  connection  with  a  particular  product, 
disclosures  in  the  prospectus,  sales  literature,  or  other 
materials,8  (3)  verbal  disclosures  and  explanations  by 
the  sales  staff;9  and  (4)  confirmations  to  customers  of 
the  securities  transactions  in  accordance  with 
securities  laws. 

In  particular,  with  respect  to  mutual  funds,  customers 
will  be  fully  informed  if  the  bank  or  an  affiliate  is  an 
advisor  to  a  fund  or  if  DW  or  an  affiliate  is  a  sponsor/dis¬ 
tributor  or  advisor  to  a  fund.  Similarly,  regarding  an¬ 
nuities,  customers  will  be  fully  informed  if  the  products 
are  issued  or  underwritten  by  a  company  affiliated  with 
DW  or  an  affiliate.  Similar  to  recent  OCC  precedents 
relating  to  annuities  activities,  as  a  condition  of  this 
approval,  a  signed  statement  will  be  obtained  from  a 
customer  prior  to  the  purchase  of  any  nondeposit  in¬ 
vestment  product  indicating  that  the  customer  under¬ 
stands  the  nature  of  the  investment  product  being 
purchased.  See  Interpretive  Letter  No.  499  (February 
12,  1990),  reprinted  in  [1989-90  Transfer  Binder]  Fed. 
Banking  L.  Rep.  (CCH)  H  83,090. 

The  bank  has  described  various  plans  which  may  be 
put  into  effect  to  market  the  partnership’s  services. 
These  include  making  lobby  materials  on  the  partner¬ 
ship  available  to  bank  customers;  putting  advertise¬ 
ments  in  newspapers;  sending  statement  stuffers;  and 
providing  other  descriptions  of  the  variety  of  services 
that  are  available.  The  bank  points  out  that  these 
marketing  tools  are  the  same  as  those  currently  in  use 
by  the  bank's  brokerage  subsidiary,  NationsBank 
Securities,  Inc.  (NSI),  and  will  be  in  conjunction  with  all 
the  disclosures  and  representations  previously  dis¬ 
cussed.  All  such  marketing  activities  by  the  partnership 
and  any  by  the  bank  would  seek  to  minimize  the  pos¬ 
sibility  of  customer  confusion  with  respect  to  the 
products  being  offered  and  the  relationship  between 
the  entities  For  example,  all  sales  materials  will  clearly 
describe  the  relationship  between  the  partnership,  the 
bank,  and  DW  and  its  affiliates.  Further,  the  confiden¬ 
tiality  requirements  between  the  involved  entities  and 
the  restrictions  of  the  sharing  of  customer  lists  will  apply. 


The  bank  has  indicated  that  it  does  not  plan  on  specific 
references  to  DW  products  in  the  materials  describing 
the  partnership  and,  instead,  emphasizes  that  its 
marketing  will  focus  on  the  partnership  rather  than  DW. 

The  bank  has  represented  that  the  partnership  will  not 
be  deemed  an  underwriter  or  dealer  within  the  meaning 
of  any  provision  of  the  federal  securities  laws.10  The 
partnership  is  prohibited  from  acting  as  a  sponsor  or 
distributor  of  any  of  the  mutual  funds  it  sells  as  agent. 
Moreover,  the  partnership  will  have  no  obligation  to  sell 
any  securities  which  DW  or  any  of  its  affiliates  under¬ 
write  or  participate  in  underwriting  in  any  way,  serve  as 
a  market  maker  in,  or  hold  in  any  principal  position.1 1 
With  respect  to  securities  underwritten  by  DW  or  its 
affiliates,  the  partnership  will  not  participate  in  any 
underwriting  activities,  or  act  as  a  selling  group  mem¬ 
ber,  and  will  only  act  in  the  same  capacity  as  any  other 
broker/dealer  not  engaged  in  the  underwriting.  While  it 
is  contemplated  that  DW  or  an  affiliate  will  provide  the 
partnership  certain  clearing  services,  these  services 
will  be  of  a  type  customarily  provided  by  a  clearing 
broker  and  consistent  with  general  brokerage  industry 
practices.  The  partnership  and  the  DW  affiliate  acting 
as  clearing  broker,  as  registered  broker/dealers,  will  be 
subject  to  the  requirements  of  the  federal  securities 
laws,  as  well  as  the  Rules  of  Fair  Practice  of  the  NASD, 
regarding  their  respective  activities. 

The  Syndication  Program 

The  partnership  also  plans  on  entering  into  arrange¬ 
ments  with  other  unaffiliated  depository  institutions  in 
the  future  to  operate  essentially  a  third-party  managed 
securities  and  annuities  program  at  the  branch  loca¬ 
tions  of  those  depository  institutions.  The  Syndication 
Program  will  involve  generally  the  same  brokerage  and 
investment  advice  activities  as  described  above  in 
connection  with  the  Bank  Program.  All  activities  in 
connection  with  the  Syndication  Program  will  be  per¬ 
missible  for  national  banks  and  their  subsidiaries.  Clear 
identification  and  disclosure  will  be  made  to  customers 
that  the  partnership  and  the  depository  institution  are 
separate  businesses,  that  the  employees  of  the 
partnership  are  not  employees  of  the  depository  institu¬ 
tion,  that  the  products  being  offered  are  not  obligations 
of  the  institution  and  are  not  FDIC  insured.  In  addition, 
the  same  disclosures  with  respect  to  the  Bank  Program 


Tn  addition,  the  bank  has  represented  that  internal  policies  and 
:oncerning  appropriate  disclosures  may  be  adopted 
//ith  respect  to  particular  products 
1  the  partnership  determines  to  recommend  any  DW  or  bank 


r  //hi'  h  either  has  a  financial  interest,  the  bank  has  given 
' Cl'  fhat  the  partnership  representative  will  be  mindful  of 
’  /  '*•'!'<  rements  and  will  confirm  that  the  nature  of  the  financial 
r  the  bant'  in  such  products  has  been  disclosed  to 


lcThis  includes  being  deemed  a  "principal  underwriter"  under  the 
Investment  Company  Act  of  1940  of  any  mutual  fund  it  sells  because 
the  bank  represents  that  the  partnership  will  not  be  in  privity  of 
contract  with  any  mutual  fund  See  15  U  S  C  80a-2(a)(29) 

''Bank  counsel  has  represented  that  DW  currently  engages 
predominantly  in  retail  brokerage  and  only  conducts  limited  under¬ 
writing  activities 


discussed  above  will  be  made  to  customers  concern¬ 
ing  the  relationship  of  the  partnership,  the  bank,  or  DW, 
to  the  products  themselves. 

As  in  leasing  arrangements  previously  approved  by  the 
OCC  with  unaffiliated  tenants,  the  partnership  con¬ 
templates  leasing  space  at  branch  locations  of  these 
depository  institutions  on  a  "gross  receipts”  basis.  In 
the  event  the  partnership  intends  to  engage  in  any  new 
activities  with  respect  to  the  Syndication  Program,  the 
OCC  would  require  submission  of  a  notice  pursuant  to 
12CFR5.34. 

We  understand  that  the  operations  of  the  bank,  the 
subsidiary,  and  the  partnership  will  be  conducted  in 
accordance  with  all  applicable  laws  and  regulations. 
The  bank,  the  subsidiary,  and  the  partnership  also  will 
be  expected  to  conduct  these  activities  in  a  prudent 
manner,  consistent  with  safe  and  sound  banking  prac¬ 
tices. 

Discussion 

National  banks  may  choose  to  engage  in  activities 
which  are  part  of  or  incidental  to  banking  by  means  of 
an  operating  subsidiary.  See  12  CFR  5.34(c).  The  ac¬ 
tivities  to  be  conducted  by  the  subsidiary  through  the 
partnership  are  permissible  banking  and  securities 
activities  and  are  consistent  with  previous  opinions  of 
the  OCC. 

It  is  well-established  that  national  banks  and  their  sub¬ 
sidiaries  may  perform  brokerage  services  for  their  cus¬ 
tomers.  See  e.g.,  Securities  Industry  Association  v. 
Comptroller  of  the  Currency  557  F.  Sup.  252  (D.D.C. 
1983),  aff'd  per  curiam,  758  F.2d  739  (D.C.  Cir.  1985), 
cert,  denied,  474  U.S.  1054  (1986)  (brokerage  issue), 
revd,  479  U.S.  388  (1987)  (branching  issue)  (Security 
Pacific).  The  Glass  Steagall  Act  (GSA)  permits 
securities  brokerage  activities  by  national  banks  in¬ 
cluding  the  purchase  and/or  sale,  as  agent,  of  shares 
in  mutual  funds,  units  in  unit  investment  trusts,  or  an¬ 
nuities.12  See  e.g.,  Interpretive  Letter  No.  499 
(February  12,  1990),  reprinted  in  [1989-90  Transfer 
Binder]  Fed.  Banking  L.  Rep.  (CCH)  H  83,090;  Interpre¬ 
tive  Letter  No.  403  (December  9,  1987),  reprinted  in 


i2As  you  know,  however,  Insurance  industry  trade  groups  have  filed 
suit  in  federal  court  challenging  the  OCC's  approval  of  the  sale  of 
fixed  rate  annuities  by  national  bank  operating  subsidiaries  See 
Variable  Annuity  Life  Insurance  Co.  [VALIC]  v.  Clarke.  786  F  Supp 
639  (S  D  Tex  1991);  National  Association  of  Life  Underwriters  v 
Clarke,  761  F  Supp  1285  (W  D  Tex  1991)  While  the  lower  court 
decision  in  VALIC  upheld  the  OCC’s  approval,  this  case  presently  is 
on  appeal  The  final  resolution  of  this  litigation  could  result  in  a 
different  outcome  and  possibly  affect  the  partnerships  ability  to 
engage  in  such  activities 


[1988-89  Transfer  Binder]  Fed  Banking  L.  Rep.  (CCH) 
H  85,627;  Interpretive  Letter  No.  386  (June  19,  1987), 
reprinted  in  [1988-89  Transfer  Binder]  Fed  Banking  L 
Rep.  (CCH)  H  85,610;  Interpretive  Letter  No.  363  (May 
23,  1986),  reprinted  in  [1985-87  Transfer  Binder],  Fed 
Banking  L.  Rep.  (CCH)  H  85,533.  Moreover,  the  OCC 
has  permitted  bank  operating  subsidiaries  to  engage 
in  riskless  principal  brokerage.  See  Interpretive  Letter 
No.  371  (June  13,  1986),  reprinted  in  Fed.  Banking  L 
Rep.  (CCH)  H  85,541 .  The  combination  of  investment 
advice  and  brokerage  services  in  the  same  subsidiary 
also  has  been  previously  approved  by  the  OCC.  See 
e.g.,  Interpretive  Letter  No.  403,  supra:  Interpretive 
Letter  No.  386,  supra. 

The  conduct  of  these  activities  for  national  banks 
through  a  partnership  structure  also  is  permissible.  In 
prior  instances,  the  OCC  has  permitted  the  subsidiary 
of  a  national  bank  to  enter  into  a  general  partnership 
with  another  general  partner,  so  long  as  the  partnership 
will  engage  only  in  activities  that  are  permissible  for  a 
national  bank.  See  e.g.,  Interpretive  Letter  No.  516 
(July  12,  1990),  reprinted  in  [1990-91  Transfer  Binder] 
Fed.  Banking  L.  Rep.  (CCH)  H  83,220;  Interpretive 
Letter  No.  41 1  (January  20, 1988),  reprinted  in  [1988-89 
Transfer  Binder]  Fed.  Banking  L.  Rep.  (CCH)  H  85,635; 
Interpretive  Letter  No.  289  (May  15,  1984),  [1983-84 
Transfer  Binder]  Fed.  Banking  L.  Rep.  (CCH)  H  85,453. 
Moreover,  the  OCC  has  not  objected  to  operating  sub¬ 
sidiary  notices  involving  joint  venture/partnership 
proposals  between  national  bank  subsidiaries  and  sub¬ 
sidiaries  of  investment  banks.  See  Interpretive  Letter 
No.  516,  supra:  OCC  Letter  from  J.  Michael  Shepherd 
to  Kenneth  L.  Bachman,  Jr.  (March  26,  1990);  Interpre¬ 
tive  Letter  No.  41 1 ,  supra.  As  in  these  earlier  letters,  the 
partnership  structure  poses  no  problems  provided  cer¬ 
tain  conditions  are  met.  See  id. 

As  discussed  in  detail  in  earlier  letters  involving 
partnerships  between  bank  operating  subsidiaries  and 
investment  banks  or  subsidiaries  thereof,  and 
analogous  here,  the  proposed  partnership  would  not 
be  prohibited  by  section  20  of  the  Glass-Steagail  Act, 
12  U.S.C.  377,  or  section  32  of  Act,  12  U.S.C  78.  See 
Interpretive  Letter  No.  516,  supra;  Interpretive  Letter 
No.  411,  supra.  Section  20  provides  that  a  member 
bank  shall  not  be  affiliated  in  any  manner  described  in 
12  U.S.C.  221a  with  a  business  organization  engaged 
principally  in  the  issue,  flotation,  underwriting,  public 
sale  or  distribution  of  securities.  Assuming  arguendo 
that  DW  is  so  engaged,  since  no  affiliation  under  sec¬ 
tion  221a  will  occur,  the  proposed  partnership  would 
not  cause  the  bank  to  become  affiliated  with  DW  or  its 
subsidiaries  in  any  manner  prohibited  by  section  20 
Section  32  provides  that  no  officer,  director,  or 
employee  of  any  business  organization  primarily 
engaged  in  the  issue,  flotation,  underwriting,  public 
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sale,  or  distribution  of  securities  shall  serve  at  the  same 
time  as  an  officer,  director,  or  employee  of  a  member 
bank  Under  the  proposed  partnership,  no  bank  officer, 
director,  or  employee  will  serve  as  such  in  the  parent 
investment  bank  and  no  investment  bank  officer,  direc¬ 
tor,  or  employee  will  serve  as  such  in  the  bank;  thus, 
there  are  no  prohibited  relationships.  See  id. 

Although  certain  partnership  employees  previously 
may  have  been  employees  of  the  bank.  DW,  or  their 
affiliates,  the  bank  has  represented  that  no  partnership 
employees  will  concurrently  be  directors,  officers,  or 
employees  of  either  the  bank,  DW,  or  their  respective 
affiliates.  The  OCC  has  taken  the  position  that  a 
partnership's  management  and  staff  are  not  ordinarily 
attributed  to  the  parent  firms  of  the  business  entities 
involved.  See  id. 

The  syndication  program  feature  of  the  bank's  proposal 
also  is  permissible  for  national  banks  and  their  operat¬ 
ing  subsidiaries  under  the  facts  described.  The  OCC 
has  approved  percentage  leasing  where  an  unaffiliated 
tenant  makes  its  services  or  products  available, 
through  its  own  employees,  on  bank  premises.  See 
e  g.,  Interpretive  Letter  No.  533  (October  5,  1990), 
reprinted  in  [1990-91  Transfer  Binder]  Fed.  Banking  L. 
Rep.  (CCH)  H  83,244;  Interpretive  Letter  No.  406 
(August  4,  1 987),  reprinted  in  [  1 988-89  Transfer  Binder] 
Fed.  Banking  L.  Rep.  (CCFI)  H  85,630.  The  partnership 
will  conduct  the  syndication  program’s  activities  in  ac¬ 
cordance  with  previous  precedents  and  will  maintain 
the  partnership's  operations  separate  from  those  of  the 
other  unaffiliated  depository  institutions. 

Further,  the  bank's  proposal  is  consistent  with  branch¬ 
ing  limitations  on  national  banks.  See  12  U.S.C.  36; 
Securities  Industry  Association  v.  Comptroller  of  the 
Currency,  577  F.  Supp.  252  (D.D.C.  1983),  affd  per 
curiam,  758  F.2d  739  (D.C.  Cir  1985),  cert,  denied,  474 
U  S.  1054  (1986)  (brokerage),  revd,  479  U.S.  388 
(1987)  (branching).  Although  the  partnership  need  not 
limit  its  brokerage  activities  to  its  parent  bank's  branch 
locations,  to  the  extent  the  partnership  is  required  to 
perform  any  activity  at  a  bank  branch  location,  it  repre¬ 
sents  that  it  will  do  so. 

The  OCC  has  carefully  considered  the  potential  for 
customer  confusion  or  misunderstanding  inherent  in 
the  bank's  proposal  The  bank  has  provided  that  multi¬ 
ple  opportunities  will  exist  for  the  appropriate  dis¬ 
closures  to  customers  concerning  the  nature  of  the 
products  being  sold  and  the  relationship  of  the  involved 
entities  to  the  products  Specifically,  the  bank  has  rep¬ 
resented  that  disclosures  on  mutual  funds  and  an¬ 
nuities  //ill  conform  with  those  required  in  previous  OCC 
conditions  relating  to  disclosures  to  cus- 
-omphanco  with  state  laws  imposed  in  the 


recent  letters  are,  likewise,  imposed  on  the  partnership 
as  well  as  the  bank  and  its  operating  subsidiary. 1 3  See 
e  g.,  Letter  from  J.  Michael  Shepherd,  Senior  Deputy 
Comptroller  for  Corporate  and  Economic  Programs 
(March  20,  1990)  (fixed  and  variable  annuities);  Inter¬ 
pretive  Letter  No.  403,  supra  (mutual  funds  and  unit 
investment  trusts);  see  also  Letter  from  William  P.  Bow¬ 
den,  Jr.,  Chief  Counsel  (October  14,  1992). 

Given  the  nature  of  the  joint  venture  proposed  by  the 
bank,  the  OCC  is  particularly  concerned  that  bank 
customers  understand  that  products  being  offered  or 
recommended  by  the  partnership  are  uninsured,  not 
obligations  of  the  bank  or  the  partnership,  and  not 
deposit  substitutes  and  that  in  some  instances  the  bank 
or  DW  or  their  affiliates  may  have  a  relationship  to  and 
a  financial  interest  in  the  products  themselves.  The 
OCC  cautions  the  partnership  to  use  special  care  in 
ensuring  that  the  interests  of  customers  are  protected 
and  that  customers  are  able  to  evaluate  any  potential 
conflicts  of  interest  that  may  exist  when  a  DW  product 
is  sold  or  recommended.  As  stated  earlier,  the  bank  has 
represented  that  the  partnership  will  comply  with  all 
applicable  disclosure  requirements  under  the  federal 
securities  laws,  the  Rules  of  Fair  Practice  of  the  NASD, 
previous  OCC  precedents,  and  any  state  securities 
laws  requirements. 

The  partnership’s  activities  are  permitted  subject  to  the 
conditions  and  representations  as  provided  in  this  letter 
and  based  on  the  bank’s  assurances  that  full  and 
adequate  information  will  be  provided  to  the 
partnership’s  customers  to  ensure  full  disclosure  of  the 
relationship  with  DW  when  the  partnership  recom¬ 
mends  a  DW  product.  Please  be  advised  that  if  com¬ 
pliance  difficulties  arise  related  to  this  activity 
(including  any  evidence  that  customers  were  unaware 
of  or  did  not  understand  the  relationships  involved),  the 
OCC  may  impose  additional  limitations  on  the 
partnership's  activities  with  respect  to  DW  products. 

Supervisory  Conditions 

The  OCC's  approval  of  the  bank's  operating  subsidiary 
notice  is  subject  to  the  following  conditions  in  addition 
to  the  representations  and  conditions  specified  in  your 
notification  letter  and  other  materials: 

(1)  The  partnership  shall  disclose  to  customers  at  the 
time  an  account  is  established  that  the  investment 
products  offered  by  the  partnership  (a)  are  not  FDIC 


1  ’These  conditions  are  deemed  to  be  "conditions  imposed  in  writing 
by  the  agency  in  connection  with  the  granting  of  any  application  or 
other  request"  within  the  meaning  of  12  U  S  C  1818 


insured;  (b)  are  not  obligations  of  the  bank  or  the 
partnership;  (c)  are  not  guaranteed  by  the  bank  or  the 
partnership;  and  (d)  involve  investment  risks,  including 
possible  loss  of  principal.  These  disclosures  shall  be 
provided  using  the  above  language  or  substantially 
similar  language.  The  partnership  shall  also  obtain  at 
the  time  an  account  is  established  a  signed  statement 
acknowledging  that  the  customer  has  received  and 
understands  the  above  disclosures. 

(2)  The  disclosures  described  in  condition  (1)  above 
also  must  be  conspicuously  disclosed  to  customers  in 
all  written  sales  presentations,  advertising  and  promo¬ 
tional  materials,  confirmation  forms,  and  periodic  state¬ 
ments. 

(3)  The  partnership  shall  provide  full  disclosure  to  cus¬ 
tomers  at  the  time  an  account  is  established  explaining 
the  relationships  between  the  partnership,  the  bank, 
and  DW,  and  the  products  sold  by  the  partnership,  and 
also  shall  disclose  that  from  time  to  time  the  products 
offered  by  the  partnership  may  involve  entities  having 
other  relationships,  including  lending  relationships  with 
the  bank  and  DW. 

(4)  The  partnership  may  not  offer  uninsured  investment 
products  with  a  name  identical  to  the  bank.  The 
partnership’s  products  may  not  be  marketed  in  a  man¬ 
ner  that  would  mislead  or  deceive  consumers  as  to  the 
products’  uninsured  nature  and  lack  of  any  guarantee 
by  the  bank  or  the  partnership. 

(5)  The  partnership  will  maintain  an  operations  manual 
and  other  written  materials  addressing  the  conduct  of 
retail  sales  activities  of  the  partnership,  which  will  be 
made  available  for  OCC  review.  Customer  suitability 
judgment  procedures  and  compliance  with  12  CFR  9 
conflict  of  interest  prohibitions  should  be  emphasized. 

(6)  The  subsidiary  will  be  adequately  capitalized. 

(7)  The  partnership  will  be  managed  to  minimize  the 
risk  of  piercing  the  corporate  veil. 

(8)  The  partnership  agreement  will  fully  delineate  the 
activities  of  the  partnership. 

(9)  The  bank,  through  the  subsidiary,  will  have  veto 
power  over  the  activities  of  the  partnership  and  its  major 
decisions. 

(10)  The  partnership  will  be  subject  to  OCC  regulation, 
supervision,  and  examination. 

(11)  The  bank’s  aggregate  direct  and  indirect  invest¬ 
ments  in  and  advances  to  the  subsidiary  and  the 


partnership  shall  not  exceed  an  amount  equal  to  the 
bank’s  legal  lending  limit. 14 

(12)  The  bank  must  submit  a  notice  to  us  pursuant  to 
12  CFR  5.34  if  the  partnership  at  some  future  time 
decides  to  engage  in  new  activities,  i.e.,  activities  not 
covered  by  your  current  notice  and  our  response  there¬ 
to.  This  submission  must  be  made  even  though  the 
activities  have  been  found  to  be  permissible  for  national 
banks. 

Please  be  advised  that  the  conditions  of  this  approval 
are  deemed  to  be  "conditions  imposed  in  writing  by  the 
agency  in  connection  with  the  granting  of  any  applica¬ 
tion  or  other  request"  within  the  meaning  of  12  U.S.C. 
1818. 

Conclusion 

Subject  to  the  representations  and  conditions  specified 
in  your  notification  letter  and  other  submitted  materials, 
as  well  as  those  in  this  response,  the  bank  may  proceed 
with  its  proposal.  This  response  is  based  solely  on  the 
facts  as  represented  and  any  changes  in  the  facts 
might  require  a  different  result.  Our  analysis  also 
reflects  current  legal  and  prudential  standards,  and 
may  be  subject  to  revision  as  future  developments 
warrant. 

Frank  Maguire 

Acting  Senior  Deputy  Comptroller 
Corporate  Policy  and  Economic  Analysis 

★  ★  ★ 


623— May  10,  1993 

This  is  in  response  to  your  January  26,  1993,  letter  in 
which  you  seek  an  opinion  from  the  Office  of  the  Comp¬ 
troller  of  the  Currency  (OCC)  stating  that  certain 
provisions  of  Connecticut  law  that  would  restrict  nation¬ 
al  banks'  authority  to  sell  annuities  are  preempted  by 
the  National  Bank  Act.  Based  on  the  analysis  set  forth 
below,  we  conclude  that  the  Connecticut  statutes  con¬ 
flict  with  the  authority  of  national  banks  to  sell  annuities 
under  12  U.S.C.  24  (Seventh)  and  are  therefore 
preempted  by  operation  of  the  Supremacy  Clause. 


,4Neither  the  bank  nor  the  partnership  will  be  obligated  or  committed 
to  extend  credit  to  any  customer  of  the  partnership  for  purposes  of 
purchasing  any  product  through  the  partnership  All  credit  so  ex 
tended  will  be  on  an  arm's  length  basis  and  consistent  with  safe  and 
sound  banking 
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Connecticut  Law 

Connecticut  law  requires  that  any  person,  partnership, 
association,  or  corporation  desiring  to  act  as  an  in¬ 
surance  agent  must  apply  to  the  Commissioner  of 
Insurance  for  a  license.  Conn.  Gen.  Stat.  38a-769(a) 
(1993)  The  law  goes  on  to  provide,  however,  that  “[n]o 
license  authorizing  the  sale  of  life  and  health  insurance 
shall  be  issued  pursuant  to  [the  licensing  statute]  to  (1 ) 
a  lending  institution,  or  (2)  a  bank  holding  company, 
subsidiary  or  affiliate  of  a  lending  institution,  or  (3)  an 
officer  or  employee  of  such  lending  institution,  bank 
holding  company,  subsidiary  or  affiliate.  ..."  Conn. 
Gen.  Stat.  38a-775(c).  The  commissioner  has  inter¬ 
preted  the  definition  of  "life  insurance"  to  include  fixed 
and  variable  rate  annuities.  As  a  result  of  the  state’s 
prohibition,  financial  institutions  in  Connecticut  have 
refrained  from  selling  annuities  despite  the  fact  that 
such  activity  is  authorized  under  federal  law. 

You  have  also  represented  that  legislation  currently 
pending  in  Connecticut  would  specifically  permit  na¬ 
tional  banks  to  be  licensed  under  38-769(a)  to  sell 
annuities  in  the  state.  The  proposed  legislation 
provides  that: 

Notwithstanding  the  foregoing  subsections  of  this 
section  and  notwithstanding  any  other  provision 
of  the  law,  any  (1)  state  savings  bank,  state 
savings  and  loan  association  or  state  bank  and 
trust  company  and  (2)  federal  savings  bank, 
federal  savings  and  loan  association  or  national 
bank  may  apply  for  and  receive  a  license  authoriz¬ 
ing  the  sale  of  fixed  and  variable  annuities,  pur¬ 
suant  to  section  38-769. 

Raised  Bill  No.  6884  (amending  section  36-775)  (1993) 

Although  this  amendment  would  permit  national  banks 
to  sell  annuities  in  Connecticut,  the  law  would  still 
require  banks  to  obtain  a  license  from  the  state  before 
exercising  that  authority. 

Federal  Authority  to  Sell  Annuities 

National  banks  are  authorized  to  engage  in  only  those 
activities  permitted  by  federal  law.  Section  24  of  the 
National  Bank  Act  confers  on  national  banks  certain 
implied  and  express  powers  including,  but  not  limited 
to,  the  power  [t]o  exercise  by  its  board  of  directors  or 
duly  authorized  officers  or  agents,  subject  to  law,  all 
such  incidental  powers  as  shall  be  necessary  to  carry 
on  the  business  of  banking  "  12  U.S.C.  24  (Seventh). 
This  so-call  "incidental  powers"  cause  has  been  inter¬ 
preted  to  permit  national  banks  to  engage  in  a  variety 
of  activities  not  expressly  authorized,  including  the  sale 
of  annuities  products 


The  OCC  first  authorized  the  sale  of  annuities  products 
in  1985  in  response  to  a  request  by  a  national  bank  to 
sell  variable  rate  annuities  on  behalf  of  a  third  party  in 
exchange  for  a  commission  based  on  the  volume  of 
annuities  sold.  The  OCC  concluded,  in  its  response, 
that  variable  annuity  contracts  are  securities,  function¬ 
ally  resembling  shares  in  a  mutual  fund,  and  that  na¬ 
tional  banks  are  authorized,  under  12  U.S.C.  24 
(Seventh)  to  buy  and  sell  them  for  the  account  of 
customers.  Interpretive  Letter  No.  331,  April  4,  1985, 
reprinted  in  [1985-1987  Transfer  Binder]  Fed.  Banking 
Law  Rep.  (CCH)  H  85,501. 

Five  years  later,  the  OCC  considered  whether  a  national 
bank  was  also  authorized  to  sell  fixed  rate  annuities  as 
agent  for  a  third  party.  In  concluding  that  this  activity 
was  authorized  under  the  "incidental  powers"  clause, 
the  OCC  reasoned  that  annuities  are  essentially  invest¬ 
ment  products  rather  than  insurance  and  that  a  fixed 
rate  annuity  is  the  functional  equivalent  of  a  financial 
investment  instrument  such  as  a  certificate  of  deposit. 
Interpretive  Letter  No.  499  (Feb.  12,  1990,  reprinted  in 
[1989-1990  Transfer  Binder]  Fed.  Banking  L.  Rep. 
(CCH)  H  83,090.  The  power  to  broker  financial  invest¬ 
ment  instruments  is  a  traditional  and  therefore  inciden¬ 
tal  power  of  national  banks.  Id. 1 

The  OCC  has  further  determined  that  the  power  of  a 
national  bank  to  sell  annuities  is  not  limited  by  1 2  U.S.C. 
92,  which  permits  national  banks  to  sell  insurance  in 
towns  with  5,000  or  fewer  inhabitants.  Courts  have 
supported  the  OCC’s  position  that  section  92  does  not 
affect  the  powers  of  national  banks  located  in  towns  that 
have  a  population  larger  than  5,000.  See  IBAA  v. 
Heimann,  613  F.2d  1164,  1170,  n.18(D.C.  Cir.  1979), 
cert,  denied,  449  U.S.  823  (1980);  Independent  In¬ 
surance  Agents  of  America  v.  Board  of  Governors  of 
the  Federal  Reserve,  736  F.2d  468,  477,  n.6  (8th  Cir. 
1984).  Furthermore,  the  OCC  has  concluded  that  the 
term  "insurance"  as  used  in  section  92  applies  only  to 
traditional  forms  of  insurance,  such  as  life  or  fire,  which 
indemnify  purchasers  against  risk  of  loss  and  not  to 
specialized  investment  vehicles,  such  as  annuity 
products,  which  lack  that  basic  insurance  charac¬ 
teristic.  Id. 

Federal  Preemption 

The  Supremacy  Clause  of  the  United  States  Constitu¬ 
tion  expressly  prohibits  state  law  from  interfering  with 


'This  authority  has  been  challenged  by  Variable  Annuity  Life  In¬ 
surance  Company  in  a  suit  filed  against  the  OCC  After  hearing  the 
case,  the  District  Court  granted  the  OCC's  motion  for  summary 
judgment  Variable  Life  Ins.  Co  v  Clarke,  786  F  Supp  639  (S  D 
Texas  1991)  The  case  is  currently  awaiting  decision  on  appeal  in  the 
Fifth  Circuit  Variable  Annuity  Life  Ins  Co.,  v  Clarke,  No  92-20 10  (5th 
Cir  filed  December  23,  1991) 
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rights  conferred  by  federal  law.  U.S.  Const,  art.  VI  cl.  2. 
In  interpreting  the  Supremacy  Clause  as  it  relates  to 
financial  institutions,  the  Supreme  Court  has  ruled  that 
any  "attempt  by  a  state  to  define  their  duties  or  control 
the  conduct  of  their  affairs  is  absolutely  void,  wherever 
such  attempted  exercise  of  authority  expressly  con¬ 
flicts  with  the  laws  of  the  United  States.  Davis  V  Elmira 
Savings  Bank,  161  U.S.  275,  283  (1986).  Courts  have 
found  that  such  conflict  exists  where  compliance  with 
both  state  and  federal  law  is  impossible  as  well  as 
where  a  state  law  stands  as  an  obstacle  to  the  ac¬ 
complishment  of  the  full  purposes  and  objectives  of 
Congress.  See  Fidelity  Federal  Sav.  &  Loan  Assn.  v.  De 
La  Cuesta,  458  U.S.  141,  153  (1982)  (citing  Florida 
Lime  &  Avocado  Growers  Inc.,  v.  Paul ,  373  U.S.  132, 
142-43  (1963));  Hines  v.  Davidowitz,  312  U.S.  52,  67 
(1941). 

It  has  been  the  OCC's  longstanding  position  that  state 
laws  which  preclude  the  exercise  of  authorized  powers 
by  national  banks  are  preempted  by  the  Supremacy 
Clause.  See  Letter  from  John  Shockey,  Acting  Chief 
Counsel  (July  14,  1976).  The  OCC  has  concluded  that 
the  doctrine  of  federal  preemption  prohibits  state 
authorities  from  imposing  licensing  and  examination 
requirements  on  national  banks  engaged  in  various 
activities  including  the  sale  of  annuities.  See  Interpre¬ 
tive  Letter  No.  475,  reprinted  in  [1989-1990  Transfer 
Binder]  Fed.  Banking  L.  Rep.  (CCFI)  H  83,012  (March 
22,  1989)  (Tennessee  law  requiring  state  license  for 
national  bank  selling  annuities  preempted  by  federal 
law).  The  power  to  license  is  the  power  to  prohibit  and 
a  state’s  attempt  to  license  an  activity  authorized  by 
federal  law  would  be  preempted  under  the  Supremacy 
Clause.  Id. 

In  the  area  of  a  state's  insurance  regulation,  however,  it 
is  necessary  to  consider  the  impact  of  the  McCarran- 
Ferguson  Act.  Section  2  of  the  act  provides  that: 

(a)  The  business  of  insurance,  and  every  person 
engaged  therein,  shall  be  subject  to  the  laws  of 
the  several  States  which  relate  to  the  regulation  or 
taxation  of  such  business. 

(b)  No  Act  of  Congress  shall  be  construed  to 
invalidate,  impair,  or  supersede  any  law  enacted 
by  any  State  for  the  purpose  of  regulating  the 
business  of  insurance  or  which  imposes  a  fee  or 
tax  upon  such  business,  unless  such  Act  specifi¬ 
cally  relates  to  the  business  of  insurance.  .  . 

15  U.S.C.  1012. 

The  language  and  legislative  history  of  McCarran-Fer- 
guson  make  it  clear  that  the  act  was  intended  to 
preserve  the  states’  existing  authority  to  regulate  the 


business  of  insurance  rather  than  expand  their 
regulatory  authority  into  other  areas  of  commerce  The 
act  was  passed  posthaste  after  the  Supreme  Court 
ruled  that  the  business  of  insurance  was  subject  to 
federal  anti-trust  laws  and  insurance  companies,  fear¬ 
ing  that  state  laws  would  be  found  unconstitutional, 
refused  to  comply  with  state  regulations.  H  R.  Rep.  No. 
143.  The  legislative  history  declares  that  "it  [was]  not 
the  intention  of  Congress.  .  .  to  clothe  the  [s]tates  with 
any  power  to  regulate  or  tax  the  business  of  insurance 
beyond  that  which  they  had  been  held  to  possess  prior 
to  the  decision  of  the  United  States  Supreme  Court  in 
the  Southeastern  Underwriters  Association  case."  H  R. 
Rep.  No.  143,  79th  Cong.  1st  Sess.  3  (1945).  See  also 
S.E.C.  v.  Nat’l  Sec.  Inc.,  393  U.S.  453,  460  (1969);  First 
Nat’l  Bank  of  Eastern  Arkansas,  907  F.2d  775,  779  (8th 
Cir.  1990). 

At  the  time  Congress  enacted  McCarran-Ferguson,  the 
regulation  of  national  banks  was  already  within  the 
exclusive  domain  of  the  federal  government  through 
the  passage  of  the  National  Bank  Act.  McCarran-Fer¬ 
guson  was  enacted  to  preserve  the  traditional  state 
regulation  and  taxation  of  insurance  companies;  it  was 
not  directed  at  the  activities  of  financial  institutions  such 
as  national  banks.  First  Natl.  Bank  of  Eastern  Arkansas 
v.  Taylor,  907  F.2d  at  779.  There  is  no  indication  that 
Congress,  by  enacting  McCarran-Ferguson,  intended 
to  give  the  states  any  authority  to  preclude  otherwise 
lawful  activities  of  national  banks.  First  Natl.  Bank  of 
Eastern  Arkansas,  907  F.2d  at  780.  Rather,  the  legisla¬ 
tive  history  specifically  states  that  Congress  did  not 
intend  to  broaden  the  states’  regulatory  authority. 

Furthermore,  the  legislative  history  of  McCarran-Fer¬ 
guson  suggests  that  the  drafters  understood  the  "busi¬ 
ness  of  insurance"  to  include  the  traditional  insurance 
activities  of  underwriting  and  spreading  of  risk.  Group 
Life  &  Health  Ins.  Co.  v.  Royal  Drug  Co.,  440  U.S.  205, 
220-21  (1978)  citing  HR.  Rep.  No.  873,  78th  Cong,,  1st 
Sess.,  8-9  (1943).  The  issue  of  whether  a  particular 
product  falls  within  the  definition  of  insurance  for  pur¬ 
poses  of  McCarran-Ferguson  is  a  federal  question,  and 
the  state  cannot  impose  its  regulatory  authority  over 
permissible  bank  activities  by  simply  defining  the 
product  as  insurance.  See  S.E.C.  v.  Variable  Annuity 
Life  Ins.  Co.,  359  U.S.  65,  69  (1958);  see  also  Letter 
from  James  J.  Saxon,  Comptroller  of  the  Currency,  to 
the  Presidents  of  All  National  Banks  (July  21 ,  1 964).  To 
conclude  otherwise  would  allow  the  states  to  bring 
within  the  ambit  of  McCarran-Ferguson  non-insurance 
products,  potentially  to  the  detriment  of  commerce. 

In  determining  whether  a  state  statute  properly  regu¬ 
lates  the  business  of  insurance,  courts  have  con¬ 
sidered  whether  the  statute  is  concerned  with 
transferring  or  spreading  risk,  whether  the  statute  ad- 
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dresses  an  integral  part  of  the  relationship  between  the 
insured  and  the  insurer,  and  whether  the  statute 
governs  entities  within  the  insurance  industry. 
Owensboro  Nat' I  Bank  v.  Moore,  803  F.  Supp.  24,  36 
(ED  Ky  1992)  citing  Union  Labor  Life  Ins.  Co.  v.  Pireno, 
458  U  S  119,  129(1982).  Courts  have  used  this  Pireno 
test  to  limit  the  application  of  laws,  such  as  the  Connec¬ 
ticut  statute,  which  limit  banks  from  participating  in  what 
a  state  defines  as  insurance-related  activities  instead 
of  actually  regulating  the  business  of  insurance.  In 
Owensboro ,  the  court  determined  that  a  law  prohibiting 
national  banks  from  obtaining  insurance  licenses  was 
not  protected  by  McCarran-Ferguson  because  it 
sought  to  regulate  the  activities  of  banks  rather  than  the 
business  of  insurance.  See  also  United  Services  Auto 
Association  v.  Muir  792  F.2d  356,  364  (3d.  Cir.  1986), 
cert  aenied ,  479  U.S.  1031  (1987).  (Pennsylvania  law, 
which  prohibited  mergers  between  banks  and  in¬ 
surance  companies,  did  not  regulate  business  of  in¬ 
surance).  Thus,  laws  which  target  entities  outside  the 
insurance  industry  and  which  do  not  further  the  tradi¬ 
tional  goals  of  insurance  regulation  are  not  protected 
from  preemption  by  McCarran-Ferguson. 

Finally,  courts  have  examined  the  attributes  of  products 
rather  than  their  labels  in  determining  whether  they  are 
insurance  products  subject  to  state  regulation.  In  nar¬ 
rowing  the  application  of  McCarran-Ferguson  to  its 
intended  scope,  courts  have  determined  that  various 
products,  including  annuities,  do  not  fall  within  the 
ambit  of  insurance  for  purposes  of  McCarran-Fer¬ 
guson.  See  S.E.C.  v.  Variable  Annuity  Co.,  359  U.S.  at 
69  (variable  annuities  found  to  be  securities  rather  than 
insurance  for  purposes  of  state  securities  registration 
requirement  and  McCarran-Ferguson);  First  Nat’l  Bank 
of  Eastern  Arkansas  v.  Taylor,  907  F.  2d  at  780  (debt 
cancellation  contracts  issued  by  bank  differed  from 
traditional  insurance  contracts  and  did  not  constitute 
the  business  of  insurance  for  purposes  of  McCarran- 
Ferguson).  While  no  court  has  squarely  addressed  the 
issue  of  whether  fixed  annuities  constitute  insurance  for 
purposes  of  McCarran-Ferguson,  courts  which  have 
analyzed  the  nature  of  fixed  annuities  for  purposes  of 
other  laws  have  upheld  the  Comptroller's  position  that 
they  are  essentially  financial  investment  instruments 
rather  than  insurance/  Investors  who  purchase  an¬ 
nuities  are  not  seeking  to  pool  a  catastrophic  risk  such 
as  death,  injury,  or  property  damage,  but  are  instead 
seeking  a  guaranteed  rate  of  return  on  their  assets  or  a 
tax-sheltered  means  of  saving  for  retirement.  Interpre- 


5©0  Variable  Annuity  Life  Ins  Co  v  Clarke  786  F  Supp  at641  (fixed 
jrance  for  purposes  of  12  U  SC  92 ),  Daniel  v.  Life 
of  Virginia  102  SW  2d  256,  260  (Tex  Civ  App  1937) 
'v'  •'/  0'.'’.entiall/  form  of  investment  despite  fact  that  payments 

or  •  ngerit  jpon  life  of  purchaser) 


tive  Letter  No.  499  (Feb.  12,  1990),  reprinted  in  [1989- 
1990  Transfer  Binder]  Fed.  Banking  L.  Rep.  (CCH) 
H  83,090.  Fixed  annuities  differ  from  variable  annuities 
only  in  that  they  limit  the  investment  risk  of  the  pur¬ 
chaser.  In  that  sense,  a  variable  annuity  is  more  akin  to 
a  security  product,  whereas  a  fixed  annuity  functionally 
resembles  a  certificate  of  deposit  or  debt  instrument. 
Id. 

Federal  Preemption  of  Connecticut  Law 

Applying  the  law  of  federal  preemption  to  the  Connec¬ 
ticut  statutes,  we  conclude  that  the  licensing  require¬ 
ment  and  the  prohibition  on  licensing  national  banks 
conflict  with  Section  24  (Seventh)  and  are  preempted 
by  federal  law  through  operation  of  the  Supremacy 
Clause. 

As  noted  above,  the  OCC  has  interpreted  12  U.S. C.  24 
(Seventh)  of  the  National  Bank  Act  to  authorize  the  sale 
of  both  fixed  and  variable  rate  annuities  by  national 
banks.  Connecticut  law  requires  any  person  or  or¬ 
ganization  desiring  to  sell  annuities  to  be  licensed  by 
the  state  and  prohibits  a  national  bank  from  obtaining 
such  a  license.  Thus,  the  statutory  scheme  makes  it 
impossible  for  a  national  bank  in  Connecticut  to  exer¬ 
cise  its  authority  to  sell  annuities  under  12  U.S.C.  24 
(Seventh)  and  still  comply  with  state  law.  The 
Supremacy  Clause  dictates  that  such  conflicts  will  be 
resolved  in  favor  of  the  federal  law.  Thus,  the  provisions 
of  the  Connecticut  law  are  preempted  by  12  U.S.C.  24 
(Seventh). 

Even  if  Connecticut  law  is  amended  to  permit  financial 
institutions  to  obtain  licenses  for  the  sale  of  annuities, 
the  licensing  restriction  of  the  statute  would  still  be 
preempted  by  federal  law  as  it  related  to  national 
banks.  Such  licensing  restrictions  represent  the  state's 
attempt  to  license  an  activity  which  national  banks  are 
authorized  to  conduct  without  a  license  under  federal 
law.  The  OCC  has  opined  that  the  power  to  license  is 
the  power  to  prohibit,  and  that  a  state  may  not  impose 
a  licensing  requirement  on  a  national  bank  engaged  in 
the  sale  of  annuities  pursuant  to  1 2  U.S.C.  24  (Seventh). 
See  Interpretive  Letter  No.  475,  reprinted  in  [1989-1990 
Transfer  Binder]  Fed.  Banking  L.  Rep.  (CCH)  H  83,012 
(March  22,  1 989).  Thus,  any  attempt  to  require  a  nation¬ 
al  bank  to  obtain  a  license  from  the  state  would  be 
preempted  by  12  U.S.C.  24  (Seventh)  National  banks 
are  permitted,  however,  to  comply  with  such  licensing 
requirements  on  a  voluntary  basis. 

The  McCarran-Ferguson  Act  does  not  affect  the  con¬ 
clusion  of  this  preemption  analysis.  As  noted  above, 
McCarran-Ferguson  was  intended  to  preserve  the 
traditional  regulatory  authority  of  the  states  over  in¬ 
surance  activities;  it  was  not  intended  to  extend  the 


states'  authority  into  other  areas  of  regulation,  such  as 
the  activities  of  national  banks.  Furthermore,  the  sale  of 
annuities  does  not  fit  within  the  “business  of  insurance” 
as  contemplated  by  McCarran-Ferguson.  The  Pireno 
and  Owensborough  courts  have  made  it  clear  that  laws 
which  exclude  banks  from  insurance  activities  do  not 
regulate  the  business  of  insurance  and  are  not 
protected  from  preemption  by  McCarran-Ferguson. 

Based  on  the  foregoing  analysis,  we  conclude  that  the 
Connecticut  statutes  which  restrict  national  banks’ 


ability  to  sell  annuities  are  preempted  by  federal  law 
Please  feel  free  to  contact  MaryAnn  E  Orr  at  (202) 
874-5210  if  you  have  any  further  questions. 

Ellen  Broadman 
Director 

Securities,  Investments,  and  Fiduciary 
Practices  Division 

★  ★  ★ 
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Mergers  —  April  1  to  June  30,  1993 


Mergers  consummated  involving  two  or  more  operating  banks. 


Page 

Arkansas 

May  28,  1993: 

Worthen  National  Bank  of  Arkansas,  Little  Rock,  Arkansas,  and 
Union  National  Bank  of  Arkansas,  Little  Rock,  Arkansas 
Merger .  95 

California 

May  20,  1993 

Peninsula  Bank,  National  Association,  Rolling  Hills  Estate 
California,  and 

Palos  Verdes  National  Bank,  Rolling  Hills  Estate,  California 


Merger .  95 

May  21,  1993: 

Westamerica  Bank,  National  Association,  San  Rafael,  California  and 
Suisun  Valley  Bank,  Fairfield,  California 

Merger .  95 


Colorado 

May  1,  1993 

Colorado  National  Bank,  Denver,  Colorado,  and 
Colorado  National  Bank-Pueblo,  Pueblo,  Colorado  and 
Colorado  National  Bank-Fort  Collins,  Fort  Collins,  Colorado  and 
Colorado  National  Bank-Longmont,  Longmont,  Colorado,  and 


Colorado  National  Bank-Exchange,  Fort  Collins,  Colorado 

Merger  .  95 

May  8,  1993: 

Bank  Western  National  Association,  Denver,  Colorado,  and 
Central  Bank  National  Association,  Denver,  Colorado 

Merger .  96 

May  28,  1993: 

Valley  Bank,  National  Association,  Brighton,  Colorado,  and 
Valley  Bank  of  Lyons,  Lyons,  Colorado 

Merger .  96 


Washington,  D.C. 

June  23,  1993: 

Dominion  Bank  of  Washington,  National  Association, 
Washington,  D  C  ,  and 

First  American  Bank,  National  Association,  Washington,  D.C. 


Merger .  96 

June  25,  1993: 

Crestar  Bank,  National  Association,  Washington,  DC,  and 
City  National  Bank  of  Washington,  Washington,  D.C. 

Merger .  97 


Florida 

June  15,  1993: 

Island  National  Bank  of  Palm  Beach,  Palm  Beach,  Florida,  and 
Island  National  Trust  Company,  Palm  Beach,  Florida 
Merger .  97 

Illinois 

April  1,  1993: 

First  of  America  Bank-lllinois,  National  Association,  Peoria, 
Illinois,  and 

Kewanee  National  Bank,  Kewanee,  Illinois 

Merger .  97 

April  1,  1993: 

Bank  One,  Evanston.  National  Association,  Evanston,  Illinois,  and 

Bank  One,  LaGrange,  LaGrange,  Illinois,  and 

Bank  One,  Elgin,  Elgin,  Illinois,  and 

Bank  One,  Chicago,  Chicago,  Illinois,  and 

Bank  One,  Wilmette,  Wilmette,  Illinois 

Merger .  97 


Page 

April  17,  1993: 

The  First  National  Bank  of  Chicago.  Chicago,  Illinois,  and 
Gary-Wheaton  Bank  of  Downers  Grove,  National  Association, 
Downers  Grove,  Illinois,  and 
Gary-Wheaton  Bank  of  Fox  Valley,  National  Association, 
Romeoville,  Illinois 

Merger  .  98 

April  26,  1993: 

Palmer-American  National  Bank  of  Danville,  Danville,  Illinois, 
and 

The  City  National  Bank  of  Hoopeston,  Hoopeston.  Illinois,  and 
The  City  National  Bank  of  Danville,  Danville,  Illinois,  and 
City  Potomac  Bank,  Potomac,  Illinois 

Merger  .  98 

May  3,  1993: 

First  National  Bank  and  Trust  Company  of  Rockford,  Rockford, 
Illinois,  and 

First  Bank  of  Roscoe,  Roscoe,  Illinois,  and 
First  Bank  of  Loves  Park.  Loves  Park,  Illinois 

Merger  .  98 

May  8,  1993: 

American  National  Bank  and  Trust  Company  of  Chicago, 
Chicago,  Illinois,  and 

American  National  Bank  of  Melrose  Park,  Melrose  Park.  Illinois 

Merger  .  98 

May  22,  1993: 

The  First  National  Bank  of  Chicago,  Chicago,  Illinois,  and 
Gary-Wheaton  Bank  of  Batavia,  National  Association,  Batavia, 
Illinois,  and 

First  Chicago  Bank  of  Bloomingdale,  National  Association, 
Bloomingdale,  Illinois,  and 

First  Chicago  Bank  of  St  Charles,  National  Association, 

St  Charles,  Illinois 

Merger  .  98 

June  1 1,  1993: 

First  of  America  Bank-Rockford,  National  Association, 

Rockford,  Illinois,  and 

First  of  America  Bank-DeKalb,  National  Association,  DeKalb, 


Illinois 

Merger  .  " 

June  19,  1993: 

The  First  National  Bank  of  Chicago,  Chicago,  Illinois,  and 
Gary-Wheaton  Bank,  National  Association,  Wheaton,  Illinois 
Merger  .  " 


Indiana 

April  16.  1993: 

NBD  Bank,  National  Association,  Gary,  Indiana,  and 
Summit  Bank,  Fort  Wayne.  Indiana 

Merger  .  99 

May  1,  1993: 

National  City  Bank,  Indiana,  Indianapolis.  Indiana,  and 
Batesville  State  Bank,  Batesville,  Indiana,  and 
The  Central  National  Bank  of  Greencastle  Greencastle 
Indiana,  and 

The  Farmers  National  Bank  of  Shelbyville.  Shelbyville,  Indiana 
and 

The  Citizens  National  Bank  of  Tipton,  Tipton,  Indiana 

Merger .  99 

June  18,  1993 

NBD  Bank,  National  Association,  Gary,  Indiana,  and 
INB  Banking  Company.  North,  Chesterton,  Indiana,  and 
INB  National  Bank,  Northwest,  Lafayette,  Indiana 
Merger  .  99 
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Kansas 

April  2,  1993 

First  National  Bank  of  Kansas,  Overland  Park  Kansas,  and 
College  Boulevard  National  Bank  Overland  Park,  Kansas 
Merger  99 

April  2,  1993 

Bank  IV  Kansas  National  Association,  Wichita,  Kansas,  and 
Midland  Bank  of  Kansas,  Mission,  Kansas 

Merger  .  .  100 

April  12,  1993 

First  National  Bank  and  Trust  Company  in  Great  Bend,  Great 
Bend,  Kansas,  and 

The  Raymond  State  Bank,  Raymond,  Kansas 

Merger  100 

May  28,  1993 

Bank  IV  Kansas,  National  Association,  Wichita,  Kansas,  and 
The  Farmers  and  Merchants  State  Bank  of  Derby,  Derby, 
Kansas 

Merger .  100 

Kentucky 

June  18,  1993 

The  First  National  Bank  of  Henderson,  Henderson,  Kentucky, 
and 

Citizens  Bank  of  Henderson  County,  Henderson,  Kentucky 
Merger .  100 

Minnesota 

May  28,  1993 

Community  First  National  Bank,  Worthington,  Minnesota,  and 
Community  First  National  Bank  of  Windom,  Windom,  Minnesota 

Merger .  100 

June  12,  1993: 

First  Bank  National  Association,  Minneapolis,  Minnesota,  and 
Marquette  Bank  Minneapolis,  National  Association, 

Minneapolis,  Minnesota 

Merger .  100 

June  18,  1993: 

Norwest  Bank  Minnesota  West,  National  Association, 

Moorhead,  Minnesota,  and 

Moorhead  Bank,  National  Association,  Moorhead,  Minnesota 
Merger  .  101 

Missouri 

April  23,  1993: 

Boatmen's  First  National  Bank  of  Kansas  City,  Kansas  City, 
Missouri,  and 

Missouri  Bridge  Bank,  National  Association,  Kansas  City, 
Missouri 

Merger .  101 

New  Jersey 

June  19,  1993 

Valley  National  Bank,  Passaic,  New  Jersey,  and 

Peoples  Bank,  National  Association  Belleville,  New  Jersey 

Merger  .  101 

New  York 

June  15,  1993 

First  Fidelity  Bank,  National  Association,  New  York,  Riverdale, 
New  York,  and 

First  Fidelity  Trust  Company,  New  York,  New  York.  New  York 

Merger  .  .  101 

June  16.  1993 

Security  Pacific  National  Trust  Company  (New  York),  New 
York  New  York,  and 

Bank  America  T  rust  Company  of  New  York,  New  York,  New  York 
Merger  101 


Ohio 

April  30,  1993 

The  Citizens  National  Bank  of  Urbana,  Urbana,  Ohio  and 
The  Plain  City  Home  and  Savings  Company,  Plain  City,  Ohio, 
and 

The  Farmers  National  Bank  of  Plain  City,  Plain  City,  Ohio 
Merger  .  101 

Oklahoma 

April  16,  1993: 

Midwest  National  Bank,  Midwest  City,  Oklahoma,  and 
The  National  Bank  of  Harrah,  Harrah,  Oklahoma 

Merger  .  102 

May  10,  1993: 

Bank  of  Oklahoma,  National  Association,  Tulsa,  Oklahoma,  and 
Sand  Springs  State  Bank,  Sand  Springs,  Oklahoma 

Merger  .  102 

May  10,  1993: 

Bank  of  Oklahoma,  National  Association,  Tulsa,  Oklahoma,  and 
Brookside  State  Bank,  Tulsa,  Oklahoma 

Merger  .  102 

May  14,  1993: 

Bank  IV  Oklahoma,  National  Association,  Tulsa,  Oklahoma,  and 
Guaranty  Bank  &  Trust  Company  of  Tulsa,  Tulsa,  Oklahoma 

Merger .  102 

May  28,  1993: 

Bank  IV  Oklahoma,  National  Association,  Tulsa,  Oklahoma,  and 
Nichols  Hills  Bank  and  Trust  Company,  Oklahoma  City, 
Oklahoma 

Merger  .  102 

May  28,  1993: 

Bank  IV  Oklahoma,  National  Association,  Tulsa,  Oklahoma,  and 

The  Bank  of  Woodward,  Woodward,  Oklahoma 

Merger  .  102 

Pennsylvania 

April  23,  1993: 

PNC  Bank,  National  Association,  Pittsburgh,  Pennsylvania,  and 
Marine  Bank,  Warren,  Pennsylvania 

Merger  .  102 

June  18,  1993: 

Fidelity  Bank,  National  Association,  Philadelphia,  Pennsylvania, 
and 

Merchants  Bank  (North),  Wilkes-Barre,  Pennsylvania 

Merger  .  103 

June  18,  1993: 

Fidelity  Bank,  National  Association,  Philadelphia,  Pennsylvania, 
and 

Merchants  Bank,  National  Association,  Allentown,  Pennsylvania 

Merger  .  103 

June  25,  1993: 

PNC  Bank,  National  Association,  Pittsburgh,  Pennsylvania,  and 
PNC  Bank,  Northeast  Pennsylvania,  Wilkes-Barre,  Pennsylvania 
Merger  .  103 

South  Dakota 

April  1 ,  1993 

First  Dakota  National  Bank,  Yankton,  South  Dakota,  and 
The  McCook  County  National  Bank  of  Salem,  Salem,  South 
Dakota 

Merger .  103 

Tennessee 

June  23,  1993 

First  Union  National  Bank  of  Tennessee,  Nashville,  Tennessee, 
and 

Merchants  and  Planters  Bank,  Newport,  Tennessee,  and 
Dominion  National  Bank  of  Tennessee,  Nashville,  Tennessee, 
and 

Dominion  Trust  Company  of  Tennessee,  Nashville,  Tennessee, 
and 

Citizens  Union  Bank,  Rogersville,  Tennessee 
Merger 
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Texas 

April  1,  1993: 

Lockwood  National  Bank  of  Houston,  Houston,  Texas,  and 
Peoples  National  Bank,  Pasadena,  Texas,  and 
Community  National  Bank,  Friendwood,  Texas,  and 
Peoples  Bank,  Houston,  Texas 


Merger .  103 

April  9,  1993: 

Bank  One,  Texas,  National  Association,  Dallas,  Texas,  and 
United  National  Bank,  Denton,  Texas 

Merger .  104 

April  16,  1993: 


First  Interstate  Bank  of  Texas,  National  Association,  Houston, 
Texas,  and 

First  Interstate  Bank  of  Jacksonville,  Jacksonville,  Texas 


Merger .  104 

June  10,  1993: 

Amarillo  National  Bank,  Amarillo,  Texas,  and 
BancCentral  Amarillo,  Amarillo,  Texas 

Merger .  104 


Utah 

April  1,  1993: 

First  Security  Bank  of  Utah,  National  Association,  Ogden,  Utah, 
and 

Dixie  State  Bank,  St  George,  Utah 

Merger .  104 

April  1,  1993: 

Valley  Bank  and  Trust  Company,  National  Association,  Salt 
Lake  City,  Utah,  and 
Valley  Central  Bank,  Richfield,  Utah 

Merger .  105 


Wisconsin 

June  30,  1993: 

Associated  Bank  Green  Bay,  National  Association,  Green  Bay, 
Wisconsin,  and 

Farmers  State  Bank,  Pound,  Wisconsin 

Merger  .  105 

Wyoming 

April  16,  1993: 

Norwest  Bank  Wyoming  Casper,  National  Association,  Casper, 
Wyoming,  and 

Norwest  Bank  Wyoming  Cheyenne,  National  Association, 
Cheyenne,  Wyoming,  and 

Norwest  Bank  Wyoming  Gillette,  National  Association,  Gillette, 
Wyoming,  and 

Norwest  Bank  Wyoming  Wheatland,  National  Association, 
Wheatland,  Wyoming 

Merger  .  105 
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Georgia 

June  12,  1993 

First  Union  National  Bank  of  Georgia,  Atlanta,  Georgia,  and 

Georgia  Federal  Bank,  FSB  Atlanta,  Georgia 

Merger  106 

Illinois 

June  30,  1993 

First  of  America  Bank-McClean  County,  National  Association 
Bloomington,  Illinois,  and 

Champion  Federal  Savings  and  Loan  Association, 

Bloomington.  Illinois 

Merger  .  106 

Ohio 

April  30.  1993 

The  Citizens  National  Bank  of  Urbana,  Urbana,  Ohio,  and 
The  Plain  City  Home  and  Savings  Company,  Plain  City,  Ohio, 
and 

The  Farmers  National  Bank  of  Plain  City,  Plain  City,  Ohio 


Merger .  106 

May  7,  1993 

The  Huntington  National  Bank,  Columbus,  Ohio,  and 
Charter  Oak  Federal  Savings  Bank,  Cincinnati,  Ohio 
Merger .  106 
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Oklahoma 

May  21,  1993 

Boatmen's  First  National  Bank  of  Oklahoma,  Oklahoma  City, 
Oklahoma,  and 

Cimarron  Federal  Savings  Association,  Muskogee,  Oklahoma 
Merger  106 

May  21,  1993: 

The  American  National  Bank  of  Bristow,  Bristow,  Oklahoma 
and 

Cimarron  Federal  Savings  Association,  Muskogee,  Oklahoma 
Merger .  106 

Tennessee 

June  25,  1993: 

First  Tennessee  Bank  National  Association,  Memphis, 
Tennessee,  and 

Home  Federal  Bank,  FSB  ,  Johnson  City,  Tennessee 
Merger  .  107 


A  number  of  transactions  in  this  section  do  not  have  accompanying  decisions.  In  those  cases,  the  OCC  reviewed 
the  competitive  effects  of  the  proposals  by  using  its  standard  procedures  for  determining  whether  the  transaction 
has  minimal  or  no  adverse  competitive  effects.  The  OCC  found  the  proposals  satisfied  its  criteria  for  transactions 
that  clearly  had  no  or  minimal  adverse  competitive  effects.  In  addition,  the  Attorney  General  either  filed  no  report 
on  the  proposed  transaction  or  found  that  the  proposal  would  not  have  a  significantly  adverse  effect  on  competi¬ 
tion. 

★  ★  ★ 

WORTHEN  NATIONAL  BANK  OF  ARKANSAS, 

Little  Rock,  Arkansas,  and  Union  National  Bank  of  Arkansas,  Little  Rock,  Arkansas 


Names  of  institutions  and  type  of  transaction 

Total  assets 

Worthen  National  Bank  of  Arkansas,  Little  Rock,  Arkansas  (16009),  with  . 

and  Union  National  Bank  of  Arkansas,  Little  Rock,  Arkansas  (15602),  with 

merged  May  28,  1993,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 

$1,259,963,000 

551,324,000 

1,811,285,000 

*  *  * 

PENINSULA  BANK,  NATIONAL  ASSOCIATION, 

Rolling  Hills  Estate,  California,  and  Palos  Verdes  National  Bank,  Rolling  Hills  Estate,  California 


Names  of  institutions  and  type  of  transaction 

Total  assets 

Peninsula  Bank,  National  Association,  Rolling  Hills  Estate,  California  (22654),  with  . 

and  Palos  Verdes  National  Bank,  Rolling  Hills  Estate,  California  (17266),  with  . 

merged  May  20,  1993,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 


*  *  * 

WESTAMERICA  BANK,  NATIONAL  ASSOCIATION, 

San  Rafael,  California,  and  Suisun  Valley  Bank,  Fairfield,  California 


Names  of  institutions  and  type  of  transaction 

Total  assets 

Westamerica  Bank,  National  Association,  San  Rafael,  California  (1 1282),  with . 

and  Suisun  Valley  Bank,  Fairfield,  California,  with 

merged  May  21,  1993,  under  charter  1 1 282  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . 

$1,372,930,000 

70,765,000 

1,443,695.000 

*  *  * 

COLORADO  NATIONAL  BANK, 

Denver,  Colorado,  and  Colorado  National  Bank-Pueblo,  Pueblo,  Colorado,  and  Colorado  National  Bank-Fort 
Collins,  Fort  Collins,  Colorado,  and  Colorado  National  Bank-Longmont,  Longmont,  Colorado,  and  Colorado 
National  Bank-Exchange,  Fort  Collins,  Colorado 


Names  of  institutions  and  type  of  transaction 

Total  assets 

Colorado  National  Bank,  Denver,  Colorado  (1651),  with  . 

and  Colorado  National  Bank-Pueblo,  Pueblo,  Colorado  (1833),  with . 

and  Colorado  National  Bank-Fort  Collins,  Fort  Collins,  Colorado  (16010),  with . 

and  Colorado  National  Bank-Longmont,  Longmont,  Colorado  (7839),  with 
and  Colorado  National  Bank-Exchange,  Fort  Collins,  Colorado  (3913),  with 

merged  May  1 ,  1 993,  under  charter  1 65 1  and  title  "Colorado  National  Bank."  The  merged  bank  at  date  of  merger  had 

$2,386,754,000 

172,811,000 

53,283,000 

94,355,000 

304,717,000 

2,948,681,000 

*  *  * 

Real  mergers  include  the  merger,  consolidation,  or  purchase  and  assumption  of  operating  banks  or  savings  and  loan  associations  or 
branches  of  operating  banks  or  savings  and  loan  associations  where  the  resultant  bank  is  a  national  bank 

Asset  figures  for  merging  institutions  are  not  necessarily  as  of  the  date  of  merger  and  thus  may  not  sum  to  the  total  assets  given  for  the 
merged  bank 
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BANK  WESTERN  NATIONAL  ASSOCIATION, 

Denver.  Colorado,  and  Central  Bank  National  Association,  Denver,  Colorado 


Names  of  institutions  and  type  of  transaction  Total  assets 


Bank  Western  National  Association,  Denver,  Colorado  (22621),  with  $2,499,458,000 

and  Central  Bank  National  Association,  Denver,  Colorado  (21860),  with .  2,227,244,000 

merged  May  8,  1993,  under  charter  22621  and  title  "Central  Bank'Bank  Western,  National  Association."  The  merged  bank  at 

date  of  merger  had  .  4.726,702,000 


VALLEY  BANK,  NATIONAL  ASSOCIATION, 

Brighton,  Colorado,  and  Valley  Bank  of  Lyons,  Lyons,  Colorado 


Names  of  institutions  and  type  of  transaction  Total  assets 


Valley  Bank,  National  Association,  Brighton,  Colorado  (18384),  with .  $19,000,000 

and  Valley  Bank  of  Lyons,  Lyons,  Colorado,  with .  8,543,000 

merged  May  28,  1993,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  22,967,000 


DOMINION  BANK  OF  WASHINGTON,  NATIONAL  ASSOCIATION, 

Washington,  D  C.,  and  First  American  Bank,  National  Association,  Washington,  D.C. 


Names  of  institutions  and  type  of  transaction  Total  assets 


Dominion  Bank  of  Washington,  National  Association,  Washington,  D  C.  (15127),  with  .  $129,500,000 

and  First  American  Bank,  National  Association,  Washington,  D  C.  (2038),  with .  1 ,189,363,000 

merged  June  23,  1993,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  1,243,323,000 


COMPTROLLER'S  DECISION 

On  April  12,  1993,  application  was  made  to  the  Office 
of  the  Comptroller  of  the  Currency  (OCC)  for  prior 
authorization  to  merge  First  American  Bank,  National 
Association,  Washington,  D.C.  (First  American  Bank) 
with  and  into  Dominion  Bank  of  Washington,  National 
Association,  Washington,  D.C.  (Dominion  Bank).  The 
application  is  based  on  an  agreement  entered  into  by 
the  proponents  on  April  12,  1993. 

As  of  December  31,  1992,  First  American  Bank  held 
total  deposits  of  $1  billion  and  operated  30  offices.  As 
of  the  same  date,  Dominion  Bank  held  total  deposits 
of  $108  million  and  operated  five  offices.  First 
American  Bank  is  a  wholly  owned,  third-tier  sub¬ 
sidiary  of  First  American  Bankshares,  Inc.  Dominion 
Bank  is  a  wholly  owned,  second-tier  subsidiary  of 
First  Union  Corporation  (First  Union). 

The  OCC  has  reviewed  the  competitive  effects  of  this 
proposal  by  using  its  standard  procedures  for  deter¬ 
mining  whether  a  merger  has  minimal  or  no  adverse 
competitive  effects.  The  OCC  finds  that  the  proposal 
satisfies  its  criteria  for  a  merger  that  clearly  has  mini¬ 
mal  or  no  adverse  competitive  effects. 

The  Bank  Merger  Act  requires  the  OCC  to  consider 
the  financial  and  managerial  resources  and  fu¬ 
ture  prospects  of  the  existing  and  proposed  institu¬ 
tions  and  the  convenience  and  needs  of  the 


communities  to  be  served."  We  find  that  the  financial 
and  managerial  resources  of  both  banks  do  not  raise 
concerns  that  would  cause  the  application  to  be 
denied.  The  future  prospects  for  the  resulting  bank 
are  favorable,  as  are  the  effects  of  the  proposal  on 
the  convenience  and  needs  of  the  general  public  to 
be  served. 

A  review  of  the  record  of  this  application  and  other  in¬ 
formation  available  to  the  OCC  as  a  result  of  its 
regulatory  responsibilities  has  revealed  no  evidence 
that  the  applicants'  record  of  helping  to  meet  the 
credit  needs  of  their  communities,  including  low-  and 
moderate-income  neighborhoods,  is  less  than  satis¬ 
factory.  We  understand  that  First  Union  Corporation  is 
engaged  in  discussions  with  the  District  of  Columbia 
Office  of  Banking  and  Financial  Institutions  and  with 
community  groups  regarding  First  Union  Corpora¬ 
tion’s  community  development  activities  in  the  Dis¬ 
trict.  In  rendering  this  decision  we  are  not  opining  as 
to  whether  or  not  the  District  Government  has  jurisdic¬ 
tion  in  this  matter. 

We  have  analyzed  this  proposal  pursuant  to  the  Bank 
Merger  Act  (12  U.S.C.  1828(c))  and  find  that  it  will  not 
significantly  lessen  competition  in  the  relevant  market. 
Other  factors  considered  in  evaluating  this  proposal 
are  satisfactory.  Accordingly,  the  application  is  ap¬ 
proved. 

May  24,  1993 


SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 


actions  and  conclude  that  none  would  have  a  sig¬ 
nificantly  adverse  effect  on  competition. 


This  is  in  response  to  your  letters.  .  .  requesting  reports 
pursuant  to  Section  18(c)  of  the  Federal  Deposit  In¬ 
surance  Act  or  12  U.S.C.  1467a(e)(2)  on  the  competi¬ 
tive  factors  involved  in  the  listed  proposed  merger 
transactions.  We  have  reviewed  these  proposed  trans¬ 


Applicant 
Dominion  Bank 
of  Washington 
Washington,  D.C. 


Target  or  Seller 
First  American  Bank, 
National  Association 
Washington,  D  C. 


CRESTAR  BANK,  NATIONAL  ASSOCIATION, 

Washington,  D.C.,  and  City  National  Bank  of  Washington,  Washington,  D  C. 


Names  of  institutions  and  type  of  transaction  Total  assets 

Crestar  Bank,  National  Association,  Washington,  D.C.  (15605),  with .  $1,358,445,000 

and  City  National  Bank  of  Washington,  Washington,  D  C.  (21536),  with . 


merged  June  25,  1993,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 


*  *  * 


ISLAND  NATIONAL  BANK  OF  PALM  BEACH, 

Palm  Beach,  Florida,  and  Island  National  Trust  Company,  Palm  Beach,  Florida 


Names  of  institutions  and  type  of  transaction 

Total  assets 

Island  National  Bank  of  Palm  Beach,  Palm  Beach,  Florida  (21618),  with . 

and  Island  National  Trust  Company,  Palm  Beach,  Florida  (18037),  with  . 

merged  June  15,  1993,  under  charter  21618  and  title  “Island  National  Bank  and  Trust  Company.”  The  merged  bank  at  date  of 
merger  had  . 

$94,319,000 

4,076,000 

98,395,000 

*  *  * 

FIRST  OF  AMERICA  BANK-ILLINOIS,  NATIONAL  ASSOCIATION, 

Peoria,  Illinois,  and  Kewanee  National  Bank,  Kewanee,  Illinois 

Names  of  institutions  and  type  of  transaction 

Total  assets 

First  of  America  Bank-lllinois,  National  Association,  Peoria,  Illinois  (22084),  with  . 

and  Kewanee  National  Bank,  Kewanee,  Illinois  (14708),  with  . 

merged  April  1 ,  1 993,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 

$929,081,000 

27,006,000 

957,427,000 

*  *  * 

BANK  ONE,  EVANSTON,  NATIONAL  ASSOCIATION, 

Evanston,  Illinois,  and  Bank  One,  LaGrange,  LaGrange,  Illinois,  and  Bank  One,  Elgin,  Elgin,  Illinois,  and  Bank 
One,  Chicago,  Chicago,  Illinois,  and  Bank  One,  Wilmette,  Wilmette,  Illinois _ 


Names  of  institutions  and  type  of  transaction  Total  assets 


Bank  One,  Evanston,  National  Association,  Evanston,  Illinois  (13709),  with  $628,373,000 

and  Bank  One,  LaGrange,  LaGrange,  Illinois,  with  592,379,000 

and  Bank  One,  Elgin,  Elgin,  Illinois,  with .  102,710,000 

and  Bank  One,  Chicago,  Chicago,  Illinois,  with .  65,918,000 

and  Bank  One,  Wilmette,  Wilmette,  Illinois,  with .  .  310,007,000 

merged  April  1 ,  1993,  under  charter  13709  and  title  "Bank  One,  Chicago,  National  Association  The  merged  bank  at  date 

of  merger  had  . .  1,719,965,000 
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THE  FIRST  NATIONAL  BANK  OF  CHICAGO, 

Chicago,  Illinois,  and  Gary-Wheaton  Bank  of  Downers  Grove,  National  Association,  Downers  Grove,  Illinois,  and 
Gary-Wheaton  Bank  of  Fox  Valley,  National  Association,  Romeoville,  Illinois 


Names  of  institutions  and  type  of  transaction  Total  assets 


The  First  National  Bank  of  Chicago,  Chicago,  Illinois  (8),  with  .  $33,016,003,000 

and  Gary  Wheaton  Bank  of  Downers  Grove,  National  Association,  Downers  Grove,  Illinois  (22091 ),  with .  .  .  .  250,052,000 

and  Gary-Wheaton  Bank  of  Fox  Valley,  National  Association,  Romeoville,  Illinois  (22088),  with .  232,188,000 

merged  April  17,  1993,  under  charter  8  and  title  "The  First  National  Bank  of  Chicago."  The  merged  bank  at  date  of  merger 

had  .  34,897,458,000 


PALMER-AMERICAN  NATIONAL  BANK  OF  DANVILLE, 

Danville,  Illinois,  and  The  City  National  Bank  of  Hoopeston,  Hoopeston,  Illinois,  and  The  City  National  Bank  of 
Danville,  Danville,  Illinois,  and  City  Potomac  Bank,  Potomac,  Illinois 


Names  of  institutions  and  type  of  transaction  To tal  assets 


Palmer-American  National  Bank  of  Danville,  Danville,  Illinois  (4731),  with .  $190,700,000 

and  The  City  National  Bank  of  Hoopeston,  Hoopeston,  Illinois  (13744),  with .  50,992,000 

and  The  City  National  Bank  of  Danville,  Danville,  lllinois(  1 6377),  with .  25,150,000 

and  City  Potomac  Bank,  Potomac,  Illinois,  with  .  13,084,000 

merged  April  26,  1993,  under  charter  4731  and  title  "Palmer-American  National  Bank  of  Danville."  The  merged  bank  at  date 

of  merger  had  .  279,926,000 


FIRST  NATIONAL  BANK  AND  TRUST  COMPANY  OF  ROCKFORD, 

Rockford,  Illinois,  and  First  Bank  of  Roscoe,  Roscoe,  Illinois,  and  First  Bank  of  Loves  Park,  Loves  Park,  Illinois 


Names  of  institutions  and  type  of  transaction  Total  assets 


First  National  Bank  and  Trust  Company  of  Rockford,  Rockford,  Illinois  (479),  with  .  $703,173,000 

and  First  Bank  of  Roscoe,  Roscoe,  Illinois,  with .  44,330,000 

and  First  Bank  of  Loves  Park,  Loves  Park,  Illinois  with .  52,413,000 

merged  May  3,  1993,  under  charter  479  and  title  “Bank  One,  Rockford,  National  Association."  The  merged  bank  at  date  of 

merger  had  .  799,916,000 


AMERICAN  NATIONAL  BANK  AND  TRUST  COMPANY  OF  CHICAGO, 

Chicago,  Illinois,  and  American  National  Bank  of  Melrose  Park,  Melrose  Park,  Illinois 


Names  of  institutions  and  type  of  transaction  Total  assets 


American  National  Bank  and  Trust  Company  of  Chicago,  Chicago,  Illinois  (13216),  with  .  $4,653,542,000 

and  American  National  Bank  of  Melrose  Park,  Melrose  Park,  Illinois  (21601 ),  with  .  95,920,000 

merged  May  8,  1993,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  4,749,462,000 


FIRST  NATIONAL  BANK  OF  CHICAGO, 

Chicago,  Illinois,  and  Gary-Wheaton  Bank  of  Batavia,  National  Association,  Batavia,  Illinois,  and  First  Chicago 
Bank  of  Bloomingdale,  National  Association,  Bloomingdale,  Illinois,  and  First  Chicago  Bank  of  St.  Charles, 
National  Association,  St.  Charles,  Illinois  


Names  of  institutions  and  type  of  transaction  Total  assets 


The  First  National  Bank  of  Chicago,  Chicago,  Illinois  (8),  with  .  $33,016,003,000 

and  Gary  Wheaton  Bank  of  Batavia,  National  Association,  Batavia,  Illinois  (22090),  with  .  151,393,000 

and  First  Chicago  Bank  of  Bloomingdale,  National  Association,  Bloomingdale,  Illinois  (22085),  with  .  185,819.000 

and  First  Chicago  Bank  of  St  Charles,  National  Association,  St.  Charles,  Illinois  (22089),  with  .  133,1 10,000 

merged  May  22,  1993,  under  charter  8  and  title  "The  First  National  Bank  of  Chicago."  The  merged  bank  at  date  of 

merger  had  .  34,897,458,000 


FIRST  OF  AMERICA  BANK-ROCKFORD,  NATIONAL  ASSOCIATION, 

Rockville,  Illinois,  and  First  of  America  Bank-DeKalb,  National  Association,  DeKalb,  Illinois 


Names  of  institutions  and  type  of  transaction 

Total  assets 

First  of  America  Bank-Rockford,  National  Association,  Rockford,  Illinois  (14533),  with  . 

and  First  of  America  Bank-DeKalb,  National  Association,  DeKalb,  Illinois  (21813),  with  . 

merged  June  11,  1993,  under  charter  14533  and  title  "First  of  America  Bank-North  Central  Illinois,  National  Association  "  The 
merged  bank  at  date  of  merger  had  . 

$587,259,000 

152,650,000 

844,354,000 

*  *  * 

THE  FIRST  NATIONAL  BANK  OF  CHICAGO, 

Chicago,  Illinois,  and  Gary-Wheaton  Bank,  National  Association,  Wheaton,  Illinois 

Names  of  institutions  and  type  of  transaction 

Total  assets 

The  First  National  Bank  of  Chicago,  Chicago,  Illinois  (8),  with . 

and  Gary-Wheaton  Bank,  National  Association,  Wheaton,  Illinois  (22086),  with  . 

merged  June  19,  1993,  under  charter  and  title  of  the  former  The  merged  bank  at  date  of  merger  had  . 

$33,016,003,000 

929,500,000 

34,897,458,000 

*  *  * 

NBD  BANK,  NATIONAL  ASSOCIATION, 

Gary,  Indiana,  and  Summit  Bank,  Fort  Wayne,  Indiana 

Names  of  institutions  and  type  of  transaction 

Total  assets 

NBD  Bank,  National  Association,  Gary,  Indiana  (14468),  with  . 

and  Summit  Bank,  Fort  Wayne,  Indiana,  with . 

merged  April  16,  1993,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . 

$2,327,331,000 

1,674,098,000 

4,001,429,000 

*  *  * 

NATIONAL  CITY  BANK,  INDIANA, 

Indianapolis,  Indiana,  and  Batesville  State  Bank,  Batesville,  Indiana,  and  The  Central  National  Bank  of 

Greencastle,  Greencastle,  Indiana,  and  The  Farmers  National  Bank  of  Shelbyville,  Shelbyville,  Indiana,  and  The 
Citizens  National  Bank  of  Tipton,  Tipton,  Indiana 

Names  of  institutions  and  type  of  transaction 

Total  assets 

National  City  Bank,  Indiana,  Indianapolis,  Indiana  (869),  with  . 

and  Batesville  State  Bank,  Batesville,  Indiana,  with  . 

and  The  Central  National  Bank  of  Greencastle,  Greencastle,  Indiana  (2896),  with  . 

and  The  Farmers  National  Bank  of  Shelbyville,  Shelbyville,  Indiana  (4800),  with . 

and  The  Citizens  National  Bank  of  Tipton,  Tipton,  Indiana  (7496),  with  . 

merged  May  1 ,  1993,  under  charter  869  and  title  "National  City  Bank,  Indiana.”  The  merged  bank  at  date  of  merger  had 

$4,198,086,000 

72,834,000 

77,467,000 

154,985,000 

62,222,000 

4,530,081,000 

*  *  * 

NBD  BANK,  NATIONAL  ASSOCIATION, 

Gary,  Indiana,  and  INB  Banking  Company,  North,  Chesterton,  Indiana,  and  INB  National  Bank,  Northwest, 
Lafayette,  Indiana 

Names  of  institutions  and  type  of  transaction 

Total  assets 

NBD  Bank,  National  Association,  Gary,  Indiana  (14468),  with . 

and  INR  R^nkinn  Hrimnanv  North  P.hpQtortnn  InHi^n^  with 

$4,001,429,000 

155,752,000 

675,978,000 

merqed  June  18,  1993,  under  charter  14468  and  title  “NBD  Bank,  National  Association  "  The  merged  bank  at  date  of  merger 

4,833,159,000 

*  *  * 

FIRST  NATIONAL  BANK  OF  KANSAS, 

Overland  Park,  Kansas,  and  College  Boulevard  National  Bank,  Overland  Park,  Kansas 

Names  of  institutions  and  type  of  transaction 

Total  assets 

First  National  Bank  of  Kansas,  Overland  Park,  Kansas  (22644),  with 
and  College  Boulevard  National  Bank,  Overland  Park,  Kansas  (17483),  with 

merqed  April  2,  1993,  under  charter  and  title  of  the  former  The  merged  bank  at  date  of  merger  had 
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BANK  IV  KANSAS,  NATIONAL  ASSOCIATION, 

Wichita,  Kansas,  and  Midland  Bank  of  Kansas,  Mission,  Kansas 

Names  of  institutions  and  type  of  transaction 

Total  assets 

Bank  IV  Kansas,  National  Association,  Wichita,  Kansas  (12490),  with  . 

and  Midland  Bank  of  Kansas,  Mission,  Kansas,  with  . 

merged  April  2  1993  under  charter  and  title  of  the  former  The  merged  bank  at  date  of  merger  had . 

$4,653,236,000 

*  *  * 

FIRST  NATIONAL  BANK  AND  TRUST  COMPANY  IN  GREAT  BEND, 
Great  Bend,  Kansas,  and  The  Raymond  State  Bank,  Raymond,  Kansas 


Names  of  institutions  and  type  of  transaction  Total  assets 


First  National  Bank  and  Trust  Company  in  Great  Bend,  Great  Bend,  Kansas  (1 1 707),  with  .  89,429,000 

and  The  Raymond  State  Bank,  Raymond,  Kansas,  with  .  6,793,000 

merged  April  1 2,  1993,  under  charter  1 1 707  and  title  “First  United  National  Bank  and  Trust  Company.”  The  merged  bank  at 

date  of  merger  had  .  95.437,000 


*  *  * 

BANK  IV  KANSAS,  NATIONAL  ASSOCIATION, 

Wichita,  Kansas,  and  The  Farmers  and  Merchants  State  Bank  of  Derby,  Derby,  Kansas 


Names  of  institutions  and  type  of  transaction  Total  assets 


Bank  IV  Kansas,  National  Association,  Wichita,  Kansas  (12490),  with .  $4,596,415,000 

and  The  Farmers  and  Merchants  State  Bank  of  Derby,  Derby,  Kansas,  with .  62,168,000 

merged  May  28,  1993,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  4,658,454,000 


THE  FIRST  NATIONAL  BANK  OF  HENDERSON, 

Henderson,  Kentucky,  and  Citizens  Bank  of  Henderson  County,  Henderson,  Kentucky 


Names  of  institutions  and  type  of  transaction  Total  assets 

The  First  National  Bank  of  Henderson,  Henderson,  Kentucky  (13757),  with  .  $70,412,000 

and  Citizens  Bank  of  Henderson  County,  Henderson,  Kentucky,  with  .  26,107,000 

merged  June  18,  1993,  under  charter  13757  and  title  “Citizens  Bank  of  Henderson  County,  National  Association.”  The  merged 

bank  at  date  of  merger  had .  96,519,000 


COMMUNITY  FIRST  NATIONAL  BANK, 

Worthington,  Minnesota,  and  Community  First  National  Bank  of  Windom,  Windom,  Minnesota 


Names  of  institutions  and  type  of  transaction  Total  assets 


Community  First  National  Bank,  Worthington,  Minnesota  (8989),  with .  $68,716,000 

and  Community  First  National  Bank  of  Windom,  Windom,  Minnesota  (5063),  with  .  68,882,000 

merged  May  28,  1993,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  139,708,000 


*  *  * 

FIRST  BANK  NATIONAL  ASSOCIATION, 

Minneapolis,  Minnesota,  and  Marquette  Bank  Minneapolis,  National  Association,  Minneapolis,  Minnesota 


Names  of  institutions  and  type  of  transaction  Total  assets 


First  Bank  National  Association,  Minneapolis,  Minnesota  (710),  with .  $10,747,128,000 

and  Marquette  Bank  Minneapolis.  National  Association,  Minneapolis,  Minnesota  (1 1861 ),  with  .  2,121,072,000 

merged  June  1 2,  1993,  under  charter  and  title  of  the  former  The  merged  bank  at  date  of  merger  had  1 2,868,200,000 


NORWEST  BANK  MINNESOTA  WEST,  NATIONAL  ASSOCIATION, 

Moorhead,  Minnesota,  and  Moorhead  Bank,  National  Association,  Moorhead,  Minnesota 

Names  of  institutions  and  type  of  transaction  Total  assets 

Norwest  Bank  Minnesota  West,  National  Association,  Moorhead,  Minnesota  (13297),  with  .  $321,941,000 

and  Moorhead  Bank,  National  Association,  Moorhead,  Minnesota  (22585),  with .  34,285,000 

merged  June  1 8,  1 993,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  .  355,046,000 


BOATMEN  S  FIRST  NATIONAL  BANK  OF  KANSAS  CITY, 

Kansas  City,  Missouri,  and  Missouri  Bridge  Bank,  National  Association,  Kansas  City,  Missouri 

Names  of  institutions  and  type  of  transaction  Total  assets 

Boatmen's  First  National  Bank  of  Kansas  City,  Kansas  City,  Missouri  (3456),  with .  $3,159,259,000 

and  Missouri  Bridge  Bank,  National  Association,  Kansas  City,  Missouri  (22597),  with .  1,253,966,000 

merged  April  23,  1993,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  .  4,089,225,000 


VALLEY  NATIONAL  BANK, 

Passaic,  New  Jersey,  and  Peoples  Bank,  National  Association,  Belleville,  New  Jersey 

Names  of  institutions  and  type  of  transaction  Total  assets 

Valley  National  Bank,  Passaic,  New  Jersey  (15790),  with  .  $3,169,775,000 

and  Peoples  Bank,  National  Association,  Belleville,  New  Jersey  (12019),  with  .  234,687,000 

merged  June  19,  1993,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  .  3,404,462,000 

*  *  * 

FIRST  FIDELITY  BANK,  NATIONAL  ASSOCIATION,  NEW  YORK, 

Riverdale,  New  York,  and  First  Fidelity  Trust  Company,  New  York,  New  York,  New  York 

Names  of  institutions  and  type  of  transaction  Total  assets 

First  Fidelity  Bank,  National  Association,  New  York,  Riverdale,  New  York  (22558),  with .  $357,657,000 

and  First  Fidelity  Trust  Company,  New  York,  New  York,  New  York,  with .  2,900,000 

merged  June  1 5,  1 993,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  .  360,557,000 

AAA 

SECURITY  PACIFIC  NATIONAL  TRUST  COMPANY  (NEW  YORK), 

New  York,  New  York,  and  BankAmerica  Trust  Company  of  New  York,  New  York,  New  York 


Names  of  institutions  and  type  of  transaction  Total  assets 

Security  Pacific  National  Trust  Company  (New  York),  New  York,  New  York  (17681),  with  .  $2,562,076,000 

and  BankAmerica  Trust  Company  of  New  York,  New  York,  New  York,  with  .  15,907,000 

merged  June  16,  1993,  under  charter  17681  and  title  “BankAmerica  National  Trust  Company."  The  merged  bank  at  date  of 

merger  had  .  2,577,983,000 

A  *  * 

THE  CITIZENS  NATIONAL  BANK  OF  URBANA, 

Urbana,  Ohio,  and  The  Plain  City  Home  and  Savings  Company,  Plain  City,  Ohio,  and  The  Farmers  National  Bank 
of  Plain  City,  Plain  City,  Ohio _ _ _ 

Names  of  institutions  and  type  of  transaction  Total  assets 

The  Citizens  National  Bank  of  Urbana,  Urbana,  Ohio  (863),  with .  $1 10,541 ,000 

and  The  Plain  City  Home  and  Savings  Company,  Plain  City,  Ohio,  with  .  1 ,236,000 

and  The  Farmers  National  Bank  of  Plain  City,  Plain  City,  Ohio  (5522),  with  6,470,000 

merqed  April  30,  1993,  under  charter  863  and  title  "The  Citizens  National  Bank  of  Urbana."  The  merged  bank  at  date  of  merger 

had  .  116,142,000 

AAA 
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MIDWEST  NATIONAL  BANK, 

Midwest  City,  Oklahoma,  and  The  National  Bank  of  Harrah,  Harrah,  Oklahoma 

Names  of  institutions  and  type  of  transaction  Total  assets 

Midwest  National  Bank,  Midwest  City,  Oklahoma  (16816),  with .  $34,959,000 

and  The  National  Bank  of  Harrah,  Harrah,  Oklahoma  (18107),  with .  5,652,000 

merged  April  16,  1993,  under  charter  and  title  of  the  former  The  merged  bank  at  date  of  merger  had .  40,611,000 

*  ft  » 

BANK  OF  OKLAHOMA,  NATIONAL  ASSOCIATION, 

Tulsa,  Oklahoma,  and  Sand  Springs  State  Bank,  Sand  Springs,  Oklahoma 

Names  of  institutions  and  type  of  transaction  Total  assets 

Bank  of  Oklahoma,  National  Association,  Tulsa,  Oklahoma  (13679),  with .  $2,634,854,000 

and  Sand  Springs  State  Bank.  Sand  Springs,  Oklahoma,  with .  64,615,000 

merged  May  10,  1993,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  2,699,469,000 

*  ft  * 

BANK  0F  OKLAHOMA,  NATIONAL  ASSOCIATION, 

Tulsa,  Oklahoma,  and  Brookside  State  Bank,  Tulsa,  Oklahoma 

Names  of  institutions  and  type  of  transaction  Total  assets 

Bank  of  Oklahoma,  National  Association,  Tulsa,  Oklahoma  (13679),  with .  $2,634,854,000 

and  Brookside  State  Bank,  Tulsa,  Oklahoma,  with .  1 14,416,000 

merged  May  10,  1993,  under  charter  and  title  of  the  former  The  merged  bank  at  date  of  merger  had .  2,749,927,000 


BANK  IV  OKLAHOMA,  NATIONAL  ASSOCIATION, 

Tulsa,  Oklahoma,  and  Guaranty  Bank  &  Trust  Company  of  Tulsa,  Tulsa,  Oklahoma 

Names  of  institutions  and  type  of  transaction  Total  assets 

Bank  IV  Oklahoma.  National  Association,  Tulsa,  Oklahoma  (18308),  with .  $1,022,929,000 

and  Guaranty  Bank  &  Trust  Company  of  Tulsa,  Tulsa,  Oklahoma,  with .  80,216,000 

merged  May  14,  1993,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  1,106,187,000 

*  *  * 

BANK  IV  OKLAHOMA,  NATIONAL  ASSOCIATION, 

Tulsa,  Oklahoma,  and  Nichols  Hills  Bank  and  Trust  Company,  Oklahoma  City,  Oklahoma 

Names  of  institutions  and  type  of  transaction  Total  assets 

Bank  IV  Oklahoma,  National  Association,  Tulsa,  Oklahoma  (18308),  with .  $1,131,157,000 

and  Nichols  Hills  Bank  and  Trust  Company,  Oklahoma  City,  Oklahoma,  with  .  103,005,000 

merged  May  28,  1993,  under  charter  and  title  of  the  former  The  merged  bank  at  date  of  merger  had .  1 ,234,162,000 


BANK  IV  OKLAHOMA,  NATIONAL  ASSOCIATION, 

Tulsa,  Oklahoma,  and  The  Bank  of  Woodward,  Woodward,  Oklahoma 

Names  of  institutions  and  type  of  transaction  Total  assets 

Bank  IV  Oklahoma,  National  Association,  Tulsa,  Oklahoma  (18308),  with .  $1,234,162,000 

and  The  Bank  of  Woodward,  Woodward,  Oklahoma,  with  .  136,194,000 

merged  May  28,  1 993,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  1 ,372,839,000 


PNC  BANK,  NATIONAL  ASSOCIATION, 

Pittsburgh,  Pennsylvania,  and  Marine  Bank,  Warren,  Pennsylvania 

Names  of  institutions  and  type  of  transaction  Total  assets 

PNC  Bank  National  Association,  Pittsburgh,  Pennsylvania  (252),  with  $19,355,889,000 

and  Marine  Bank,  Warren,  Pennsylvania,  with  .  2,935,800,000 

merged  April  23,  1993  under  charter  and  title  of  the  former  The  merged  bank  at  date  of  merger  had  22,291,689,000 


10? 


FIDELITY  BANK,  NATIONAL  ASSOCIATION, 

Philadelphia,  Pennsylvania,  and  Merchants  Bank  (North),  Wilkes-Barre,  Pennsylvania 

Names  of  institutions  and  type  of  transaction  Total  assets 

Fidelity  Bank,  National  Association,  Philadelphia,  Pennsylvania  (355),  with .  $7,989,440,000 

and  Merchants  Bank  (North),  Wilkes-Barre,  Pennsylvania,  with .  649,357,000 

merged  June  18,  1993,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  .  .  .  .  8,638,797,000 


FIDELITY  BANK,  NATIONAL  ASSOCIATION, 

Philadelphia,  Pennsylvania,  and  Merchants  Bank,  National  Association,  Allentown,  Pennsylvania 

Names  of  institutions  and  type  of  transaction  Total  assets 

Fidelity  Bank,  National  Association,  Philadelphia,  Pennsylvania  (355),  with .  $7,989,440,000 

and  Merchants  Bank,  National  Association,  Allentown,  Pennsylvania  (6645),  with  .  1 ,854,844,000 

merged  June  18,  1993,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  .  9,844,284,000 


PNC  BANK,  NATIONAL  ASSOCIATION, 

Pittsburgh,  Pennsylvania,  and  PNC  Bank,  Northeast  Pennsylvania,  Wilkes-Barre,  Pennsylvania 

Names  of  institutions  and  type  of  transaction  Total  assets 

PNC  Bank,  National  Association,  Pittsburgh,  Pennsylvania  (252),  with  .  $19,355,889,000 

and  PNC  Bank,  Northeast  Pennsylvania,  Wilkes-Barre,  Pennsylvania,  with  .  2,018,406,000 

merged  June  25,  1993,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  .  21,374,293,000 

*  *  * 

FIRST  DAKOTA  NATIONAL  BANK, 

Yankton,  South  Dakota,  and  The  McCook  County  National  Bank  of  Salem,  Salem,  South  Dakota 

Names  of  institutions  and  type  of  transaction  Total  assets 

First  Dakota  National  Bank,  Yankton,  South  Dakota  (2068),  with .  $171,367,000 

and  The  McCook  County  National  Bank  of  Salem,  Salem,  South  Dakota  (12784),  with  .  42,557,000 

merged  April  1,  1993,  under  charier  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  213,237,000 

*  *  * 

FIRST  UNION  NATIONAL  BANK  OF  TENNESSEE, 

Nashville,  Tennessee,  and  Merchants  and  Planters  Bank,  Newport,  Tennessee,  and  Dominion  National  Bank  of 
Tennessee,  Nashville,  Tennessee,  and  Dominion  Trust  Company  of  Tennessee,  Nashville,  Tennessee,  and 
Citizens  Union  Bank,  Rogersville,  Tennessee 

Names  of  institutions  and  type  of  transaction  Total  assets 

First  Union  National  Bank  of  Tennessee,  Nashville,  Tennessee  (21619),  with .  $76,938,000 

and  Merchants  and  Planters  Bank,  Newport,  Tennessee,  with .  163,142,000 

and  Dominion  National  Bank  of  Tennessee,  Nashville,  Tennessee  (22649),  with .  1 .567,924,000 

and  Dominion  Trust  Company  of  Tennessee,  Nashville,  Tennessee,  with .  1 ,586,000 

and  Citizens  Union  Bank,  Rogersville,  Tennessee,  with .  76,938,000 

merged  June  23,  1993,  under  charter  22649  and  title  "First  Union  National  Bank  of  Tennessee."  The  merged  bank  at  date  of 

merger  had  .  2,048,821,000 

AAA 

LOCKWOOD  NATIONAL  BANK  OF  HOUSTON, 

Houston,  Texas,  and  Peoples  National  Bank,  Pasadena,  Texas,  and  Community  National  Bank,  Friendwood, 
Texas,  and  Peoples  Bank,  Houston,  Texas _ _ 

Names  of  institutions  and  type  of  transaction  Total  assets 

Lockwood  National  Bank  of  Houston,  Houston,  Texas  (14815),  with  $233,918,000 

Peoples  National  Bank,  Pasadena,  Texas  (18486),  with 

and  Community  National  Bank,  Friendwood,  Texas  (17359),  with  39,962,000 

and  Peoples  Bank,  Houston,  Texas,  with 

merqed  April  1  1993  under  charter  14815  and  title  "Lockwood  National  Bank  of  Houston  "  The  merged  bank  at  date  of  merger 

had  . ' . ' .  339,515,000 

AAA 
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BANK  ONE,  TEXAS.  NATIONAL  ASSOCIATION. 

Dallas,  Texas,  and  United  National  Bank,  Denton,  Texas 


Names  of  institutions  and  type  of  transaction  Total  assets 


Bank  One,  Texas,  National  Association,  Dallas,  Texas  (21969),  with .  $18,383,529,000 

and  United  National  Bank,  Denton,  Texas  (18370),  with  .  69,928,000 

merged  April  9  1993,  under  charter  and  title  of  the  former  The  merged  bank  at  date  of  merger  had .  18,449,650,000 


FIRST  INTERSTATE  BANK  OF  TEXAS,  NATIONAL  ASSOCIATION, 

Houston,  Texas,  and  First  Interstate  Bank  of  Jacksonville,  Jacksonville,  Texas 


Names  of  institutions  and  type  of  transaction  Total  assets 


First  Interstate  Bank  of  Texas,  National  Association,  Houston,  Texas  (17612),  with  .  $5,277,314,000 

and  First  Interstate  Bank  of  Jacksonville,  Jacksonville,  Texas,  with  .  88,587,000 

merged  April  16,  1993,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  5,341,169,000 


AMARILLO  NATIONAL  BANK, 

Amarillo,  Texas,  and  BancCentral  Amarillo,  Amarillo,  Texas 


Names  of  institutions  and  type  of  transaction  Total  assets 

Amarillo  National  Bank,  Amarillo,  Texas  (14206),  with  .  $711,164,000 

and  BancCentral  Amarillo,  Amarillo,  Texas,  with  .  — 


merged  June  10,  1993,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 


FIRST  SECURITY  BANK  OF  UTAH,  NATIONAL  ASSOCIATION, 
Ogden,  Utah,  and  Dixie  State  Bank,  St.  George,  Utah 


Names  of  institutions  and  type  of  transaction  Total  assets 


First  Security  Bank  of  Utah,  National  Association,  Ogden,  Utah  (2597),  with  .  $3,931 ,183,000 

and  Dixie  State  Bank,  St.  George,  Utah,  with .  78,666,000 

merged  April  1,  1993,  under  charter  and  title  of  the  former  The  merged  bank  at  date  of  merger  had .  4,009,773,000 


* 


COMPTROLLER'S  DECISION 

On  October  27,  1992,  application  was  made  to  the 
Office  of  the  Comptroller  of  the  Currency  (OCC),  pur¬ 
suant  to  the  Bank  Merger  Act,  12  U.S.C.  1828(c),  for 
prior  authorization  to  merge  Dixie  State  Bank,  St. 
George,  Utah  (Dixie),  into  First  Security  Bank  of  Utah, 
National  Association,  Ogden,  Utah  (First  Security). 
The  application  is  based  on  an  agreement  finalized 
between  the  proponents  on  July  31,  1992. 

As  of  June  30,  1992,  First  Security,  a  wholly  owned 
subsidiary  of  First  Security  Corporation,  had  total  as¬ 
sets  of  $3.9  billion,  total  deposits  of  $3  billion,  and 
operated  111  offices  statewide.  On  the  same  date, 
Dixie,  a  wholly  owned  subsidiary  of  First  Bankshares, 
Inc.,  had  total  assets  of  $79  million,  total  deposits  of 
$71  million,  and  operated  five  offices  in  four  com¬ 
munities  in  Southwestern  Utah 

The  relevant  geographic  market  for  this  proposal  is 
the  area  including  and  immediately  surrounding  the 


community  of  St.  George,  the  area  where  competition 
between  the  two  banks  is  direct  and  immediate.  Dixie 
also  operates  in  the  communities  of  Escalante,  Hur¬ 
ricane,  and  Parowan.  However,  First  Security  does 
not  compete  in  these  markets;  therefore,  consumma¬ 
tion  of  this  proposal  would  merely  result  in  the  re¬ 
placement  of  one  competitor  by  another  in  these 
communities. 

Within  the  St.  George  market,  there  are  five  commer¬ 
cial  banks  and  one  thrift  institution  competing  for 
deposits  of  approximately  $240  million.  First  Security 
ranks  second  with  approximately  23  percent  of  the 
total  deposits  and  Dixie  ranks  third  with  17  percent. 
The  resulting  bank  would  become  the  largest 
depository  institution  in  the  market  with  a  40  percent 
market  share.  While  the  proposed  merger  will 
eliminate  some  existing  competition  in  the  St  George 
market,  any  adverse  competitive  effects  are  mitigated 
by  the  presence  of  four  other  banking  alternatives,  in¬ 
cluding  some  of  the  largest  financial  institutions  in  the 
state.  Accordingly,  we  find  that  consummation  of  the 
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proposal  would  not  have  a  significantly  adverse  effect 
on  competition  in  any  of  the  relevant  geographic 
markets. 

The  Bank  Merger  Act  requires  the  OCC  to  consider 
.  the  financial  and  managerial  resources  and  fu¬ 
ture  prospects  of  the  existing  and  proposed  institu¬ 
tions  and  the  convenience  and  needs  of  the 
communities  to  be  served."  First  Security  has  the 
financial  and  managerial  resources  to  consummate 
the  transaction  without  adversely  affecting  its  overall 
condition.  The  future  prospects  of  the  resulting  institu¬ 
tion  are  considered  to  be  favorable,  as  are  the  effects 
of  the  proposal  on  the  convenience  and  needs  of  the 
general  public  to  be  served. 

A  review  of  the  record  of  this  application  and  other  in¬ 
formation  available  to  this  Office  as  a  result  of  its 
regulatory  responsibilities  has  revealed  no  evidence 
that  the  applicants’  record  of  helping  to  meet  the 
credit  needs  of  their  communities,  including  low-  and 
moderate-income  neighborhoods,  is  less  than  satis¬ 
factory. 


We  have  analyzed  this  proposal  pursuant  to  the  Bank 
Merger  Act  (12  U.S.C.  1828(c))  and  find  that  it  will  not 
significantly  lessen  competition  in  the  relevant  market. 
Other  factors  considered  in  evaluating  this  proposal  are 
satisfactory.  Accordingly,  the  application  is  approved. 

February  24,  1993 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

This  is  in  response  to  your  letters.  .  .  requesting 
reports  pursuant  to  Section  18(c)  of  the  Federal 
Deposit  Insurance  Act  or  12  U.S.C.  1467a(e)(2)  on 
the  competitive  factors  involved  in  the  listed 
proposed  merger  transactions.  We  have  reviewed 
these  proposed  transactions  and  conclude  that  none 
would  have  a  significantly  adverse  effect  on  competi¬ 
tion. 

Applicant  Target  or  Seller 

First  Security  Bank  Dixie  State  Bank, 

of  Utah  St.  George,  Utah 

Ogden,  Utah 


VALLEY  BANK  AND  TRUST  COMPANY,  NATIONAL  ASSOCIATION, 
Salt  Lake  City,  Utah,  and  Valley  Central  Bank,  Richfield,  Utah 


Names  of  institutions  and  type  of  transaction  Total  assets 


Valley  Bank  and  Trust  Company,  National  Association,  Salt  Lake  City,  Utah  (18785),  with .  $828,929,000 

and  Valley  Central  Bank,  Richfield,  Utah,  with  .  29,664,000 

merged  April  1,  1993,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  858,593,000 


ASSOCIATED  BANK  GREEN  BAY,  NATIONAL  ASSOCIATION, 
Green  Bay,  Wisconsin,  and  Farmers  State  Bank,  Pound,  Wisconsin 


Names  of  institutions  and  type  of  transaction 

Total  assets 

Associated  Bank  Green  Bay,  National  Association,  Green  Bay,  Wisconsin  (2132),  with  . 

and  Farmers  State  Bank,  Pound,  Wisconsin,  with  . 

merged  June  30,  1993,  under  charter  and  title  of  the  former  The  merged  bank  at  date  of  merger  had 

$799,028,000 

70,727,000 

864,185,000 

NORWEST  BANK  WYOMING  CASPER,  NATIONAL  ASSOCIATION, 

Casper,  Wyoming,  and  Norwest  Bank  Wyoming  Cheyenne,  National  Association,  Cheyenne,  Wyoming,  and 
Norwest  Bank  Wyoming  Gillette,  National  Association,  Gillette,  Wyoming,  and  Norwest  Bank  Wyoming 

Wheatland,  National  Association,  Wheatland,  Wyoming 

Names  of  institutions  and  type  of  transaction 

Total  assets 

Norwest  Bank  Wyoming  Casper,  National  Association,  Casper,  Wyoming  (10533),  with 
and  Norwest  Bank  Wyoming  Cheyenne,  National  Association,  Cheyenne,  Wyoming  (2652),  with 
and  Norwest  Bank  Wyoming  Gillette,  National  Association,  Gillette,  Wyoming  (16390),  with 
and  Norwest  Bank  Wyoming  Wheatland,  National  Association,  Wheatland,  Wyoming  (15565),  with 

merged  April  16,  1993,  under  charter  10533  and  title  "Norwest  Bank  Wyoming,  National  Association  "  The  merged  bank  at 
date  of  merger  had 

$198,213,000 

131,198,000 

31,543,000 

36,373,000 

397,327,000 

105 


FIRST  UNION  NATIONAL  BANK  OF  GEORGIA, 

Atlanta,  Georgia,  and  Georgia  Federal  Bank,  Atlanta,  Georgia 


Names  of  institutions  and  type  of  transaction  Total  assets 


First  Union  National  Bank  of  Georgia,  Atlanta,  Georgia  (21 161),  with  .  $6,853,030,000 

and  Georgia  Federal  Bank,  Atlanta,  Georgia,  with  .  4,307,487,000 

merged  June  1 2,  1993,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  .  9,718,943,000 


FIRST  OF  AMERICA  BANK-MCCLEAN  COUNTY,  NATIONAL  ASSOCIATION, 

Bloomington.  Illinois,  and  Champion  Federal  Savings  and  Loan  Association,  Bloomington,  Illinois 


Names  of  institutions  and  type  of  transaction  Total  assets 


First  of  America  Bank-McClean  County,  National  Association,  Bloomington,  Illinois  (14178),  with  .  $191,133,000 

and  Champion  Federal  Savings  and  Loan  Association,  Bloomington,  Illinois,  with  .  2,092,603,000 

merged  June  30,  1993,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  .  2,297,575,000 


THE  CITIZENS  NATIONAL  BANK  OF  URBANA, 

Urbana,  Ohio,  and  The  Plain  City  Home  and  Savings  Company,  Plain  City,  Ohio,  and  The  Farmers  National  Bank 
of  Plain  City,  Plain  City,  Ohio 


Names  of  institutions  and  type  of  transaction 

Total  assets 

The  Citizens  National  Bank  of  Urbana,  Urbana,  Ohio  (863),  with . 

and  The  Plain  City  Home  and  Savings  Company,  Plain  City,  Ohio,  with  . 

and  The  Farmers  National  Bank  of  Plain  City,  Plain  City,  Ohio  (863),  with . 

merged  April  30,  1993,  under  charter  863  and  title  "The  Citizens  National  Bank  of  Urbana." 
had  . 

.  $110,541,000 

.  1,236,000 

.  6,470,000 

The  merged  bank  at  date  of  merger 

116,142,000 

THE  HUNTINGTON  NATIONAL  BANK, 

Columbus,  Ohio,  and  Charter  Oak  Federal  Savings  Bank,  Cincinnati,  Ohio 


Names  of  institutions  and  type  of  transaction  Total  assets 


The  Huntington  National  Bank,  Columbus,  Ohio  (7745),  with .  $10,502,893,000 

and  Charter  Oak  Federal  Savings  Bank,  Cincinnati,  Ohio,  with  .  456,788,000 

merged  May  7,  1993,  under  charter  and  title  of  the  former  The  merged  bank  at  date  of  merger  had .  10,965,640,000 


BOATMEN'S  FIRST  NATIONAL  BANK  OF  OKLAHOMA, 

Oklahoma  City,  Oklahoma,  and  Cimarron  Federal  Savings  Association,  Muskogee,  Oklahoma 

Names  of  institutions  and  type  of  transaction  Total  assets 

Boatmen's  First  National  Bank  of  Oklahoma,  Oklahoma  City,  Oklahoma  (21 296),  with . 

and  Cimarron  Federal  Savings  Association,  Muskogee,  Oklahoma,  with . 

merged  May  21,  1993,  under  charter  and  title  of  the  former  The  merged  bank  at  date  of  merger  had . 


THE  AMERICAN  NATIONAL  BANK  OF  BRISTOW, 

Bristow,  Oklahoma,  and  Cimarron  Federal  Savings  Association,  Muskogee,  Oklahoma 

Names  of  institutions  and  type  of  transaction  Total  assets 

The  American  National  Bank  of  Bristow,  Bristow,  Oklahoma  (10849),  with  . 

and  Cimarron  Federal  Savings  Association,  Muskogee,  Oklahoma,  with . 

merged  May  21,1 993,  under  charter  and  title  of  the  former  The  merged  bank  at  date  of  merger  had . 


FIRST  TENNESSEE  BANK  NATIONAL  ASSOCIATION, 

Memphis,  Tennessee,  and  Home  Federal  Bank,  F.S.B.,  Johnson  City,  Tennessee 

Names  of  institutions  and  type  of  transaction  Total  assets 

First  Tennessee  Bank  National  Association,  Memphis,  Tennessee  (336),  with .  $7,919,505,000 

and  Home  Federal  Bank,  F  S  B  .  Johnson  City,  Tennessee,  with  .  884,615,000 

merged  June  25,  1993,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  .  8,803,895,000 
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Changes  in  the  structure  of  the  national  banking  system,  by  state,  January  1  to  June  30,  1993 


In 

operation 
Dec.  31, 
1992 

Organized 
and  opened 
for  business 

Merged 

Voluntary 

liquidations 

Payouts 

12  U.S.C.  214 

In  operation 
June  30,  1993 

Converted  to 
state  banks 

Merged  with 
state  banks 

Alabama  . 

51 

0 

0 

0 

0 

0 

0 

51 

Alaska . 

4 

0 

0 

0 

0 

0 

0 

4 

Arizona  . 

14 

0 

0 

0 

0 

0 

0 

14 

Arkansas  . 

80 

0 

1 

0 

0 

0 

0 

79 

California . 

156 

3 

2 

0 

1 

1 

5 

150 

Colorado . 

185 

2 

6 

0 

0 

4 

2 

175 

Connecticut . 

14 

0 

0 

0 

0 

0 

1 

13 

Delaware . 

16 

0 

0 

1 

0 

0 

0 

15 

District  of  Columbia  .  . 

21 

0 

2 

0 

0 

0 

0 

19 

Florida . 

146 

0 

2 

0 

0 

1 

3 

140 

Georgia . 

78 

0 

0 

0 

0 

0 

0 

78 

Hawaii . 

2 

0 

0 

0 

0 

0 

0 

2 

Idaho . 

4 

0 

0 

0 

0 

0 

0 

4 

Illinois  . 

318 

1 

1 1 

0 

0 

0 

0 

308 

Indiana  . 

80 

0 

7 

0 

0 

1 

0 

72 

Iowa . 

88 

0 

0 

0 

0 

1 

1 

86 

Kansas  . 

143 

2 

2 

0 

0 

1 

1 

141 

Kentucky . 

85 

1 

0 

0 

0 

1 

0 

85 

Louisiana . 

42 

0 

0 

0 

0 

0 

0 

42 

Maine  . 

7 

0 

0 

0 

0 

0 

0 

7 

Maryland . 

26 

0 

0 

0 

0 

2 

0 

24 

Massachusetts  . 

25 

0 

0 

0 

0 

0 

0 

25 

Michigan  . 

55 

0 

0 

0 

0 

0 

1 

54 

Minnesota  . 

148 

1 

3 

0 

0 

1 

0 

145 

Mississippi . 

27 

0 

0 

0 

0 

0 

0 

27 

Missouri . 

79 

0 

1 

0 

0 

2 

0 

76 

Montana  . 

33 

0 

1 

0 

0 

1 

0 

31 

Nebraska . 

107 

0 

1 

1 

0 

1 

0 
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Nevada  . 

7 

1 

0 

0 

0 

0 

0 

8 

New  Hampshire . 

10 

0 

0 

0 

0 

0 

0 

10 

New  Jersey . 

44 

0 

2 

0 

0 

0 

1 

41 

New  Mexico  . 

37 

0 

1 

0 

0 

0 

1 

35 

New  York . 

81 

0 

1 

1 

0 

2 

1 

76 

North  Carolina  . 

15 

0 

0 

0 

0 

0 

1 

14 

North  Dakota . 

30 

0 

0 

0 

0 

0 

0 

30 

Ohio  . 

122 

1 

1 

0 

0 

0 

0 

122 

Oklahoma  . 

146 

0 

2 

0 

0 

6 

0 

138 

Oregon  . 

7 

0 

0 

0 

0 

0 

0 

7 

Pennsylvania . 

146 

0 

2 

0 

0 

2 

1 

141 

Rhode  Island . 

5 

0 

0 

0 

0 

0 

0 

5 

South  Carolina . 

27 

0 

0 

0 

0 

0 

0 

27 

South  Dakota . 

19 

0 

1 

0 

0 

0 

0 

18 

Tennessee  . 

42 

2 

1 

0 

0 

0 

0 

43 

Texas  . 

565 

1 

18 

2 

0 

4 

12 

530 

Utah  . 

8 

0 

0 

0 

0 

0 

0 

8 

Vermont . 

10 

0 

0 

0 

0 

0 

0 

10 

Virginia  . 

42 

0 

0 

0 

0 

0 

0 

42 

Washington . 

24 

0 

0 

0 

0 

0 

1 

23 

West  Virginia 

68 

0 

2 

0 

0 

3 

1 

62 

Wisconsin  . 

95 

3 

1 

0 

0 

0 

1 

96 

Wyoming . 

27 

0 

3 

0 

0 

0 

0 

24 

Puerto  Rico  . 

1 

0 

0 

0 

0 

0 

0 

1 

United  States . 

3,612 

18 

74 

5 

1 

34 

34 

3,482 

The  column  "organized  and  opened  for  business"  includes  all  state  banks  converted  to  national  banks,  all  newly  formed  national  banks,  and 
savings  and  loan  associations  converted  to  national  banks.  The  column  entitled  “merged"  includes  all  mergers,  consolidations  and  purchases 
and  assumptions  in  which  an  operating  national  bank  was  acquired  by  another  national  bank  Also  included  in  this  column  are  immediate 
FDIC-assisted  "merger"  transactions.  The  column  entitled  “voluntary  liquidations"  includes  only  straight  liquidations  of  national  banks  No 
liquidations  pursuant  to  a  purchase  and  assumption  transaction  are  included  in  this  total  Liquidations  resulting  from  purchases  and  assumptions 
are  included  in  the  "merged"  columns  The  column  entitled  “payouts"  includes  all  failed  national  banks  where  the  FDIC  is  named  receiver  and 
no  other  depository  institution  is  named  as  receiver  The  column  entitled  "merged  with  state  banks"  includes  all  mergers,  consolidations,  and 
purchases  and  assumptions  where  the  resulting  institution  is  a  state-chartered  bank  Also  included  in  this  column  are  immediate  FDIC-assisted 
"merger"  transactions  where  the  resulting  institution  is  a  state-chartered  bank  Nationally  chartered  bridge  banks  are  not  included  on  this  table 
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Applications  for  new  national  bank  charters,  approved  and  rejected,  January  1  to  June  30,  1993 


Title  and  location  of  bank 

Approved 

Rejected 

Connecticut 

Investors  Trust  Company,  Darien  . 

Patriot  National  Bank,  Stamford  . 

Florida 

Suntrust  Bankcard,  National  Association,  Orlando . 

January  22 
March  5 

April  23 

Nevada 

Household  Bank  (Nevada),  National  Association,  Las  Vegas  . 

March  18 

Ohio 

Federated  National  Bank,  Deerfield  Township  . 

June  29 

112 


New  national  bank  charters  issued.  January  1  to  June  30,  1993 


Title  and  location  of  bank 

Charter  number 

Date  opened 

California 

Mt.  Diablo  National  Bank,  Danville  . 

2251 1 

January  4 

JCB  Bank,  National  Association,  Los  Angeles  . 

18788 

May  3 

Penninsula  Bank,  National  Association,  Rolling  Hills  Estate  . 

22654 

May  20 

Kansas 

First  National  Bank  of  Kansas,  Overland  Park  . 

22644 

April  2 

Nevada 

Household  Bank  (Nevada),  National  Association,  Las  Vegas  . 

18818 

April  1 

Wisconsin 

American  National  Bank-Fox,  Appleton  . 

22553 

June  14 
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State-chartered  banks  converted  to  national  banks,  January  1  to  June  30,  1993 


Title  and  location  of  bank 

Effective  date 

Total  assets 

Colorado 

Norwest  Bank  of  Aspen,  National  Association  (22634),  conversion  of  The  Bank  of  Aspen, 

Aspen  . 

May  31 

$84,138,000 

Illinois 

Norwest  Bank  Illinois,  N  A  (22636),  conversion  of  First  lllini  Bank.  Galesburg  . 

June  28 

287,096,000 

Kentucky 

NationsBank  of  Kentucky,  National  Association  (22566),  conversion  of  NationsBank  of 

Kentucky,  Inc,,  Hopkinsville .  . 

January  1 

200,369,000 

Minnesota 

Moorhead  Bank  National  Association  (22585),  conversion  of  Moorhead  State  Bank, 

Moorhead . 

January  8 

June  23 

32,805,000 

Tennessee 

Dominion  National  Bank  of  Tennessee  (22649),  conversion  of  Dominion  Bank  of  Middle 

Tennessee,  Nashville  . 

1,567,924,000 

NationsBank  of  Tennessee,  National  Association  (22567),  conversion  of  NationsBank  of 
Tennessee,  Nashville  . 

January  1 

5,159,747,000 

Texas 

Citizens  Bank  of  Texas,  National  Association  (22583),  conversion  of  Citizens  Bank  of  Texas, 
NewWaverly . 

April  1 

32,048,000 

Wisconsin 

Firstar  Bank  Grantsburg,  National  Association  (22593),  conversion  of  Firstar  Bank  Grantsburg, 
Grantsburg  . 

January  1 

1 1  1,717,000 

Norwest  Bank  Wisconsin  Waupun,  National  Association  (22632),  conversion  of  Norwest  Bank 
Wisconsin  Waupun,  Waupun  . 

June  14 

53,928,000 

Savings  and  loan  associations  converted  to  national  banks,  January  1  to  June  30,  1993 


Title  and  location  of  bank 

Effective  date 

Total  assets 

Colorado 

Bank  Western  National  Association  (22621),  conversion  of  Bank  Western,  A  Federal  Savings 

Bank,  Denver  .  . 

March  31 

$2,520,300,000 

Kansas 

Manhattan  National  Bank  (22560),  conversion  of  Manhattan  Federal  Savings  and  Loan 
Association,  Manhattan .  . 

January  5 

74,807.000 

Ohio 

The  Sycamore  National  Bank  (22469),  conversion  of  The  Sycamore  Savings  and  Loan 

Company,  Cincinnati . 

January  25 

27,885,000 
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National  banks  converted  to  state  banks,  January  1  to  June  30,  1993 


Title  and  location  of  bank 

Effective  date 

Total  assets 

California 

WestAmerica  Bank,  N  A  .  San  Rafael  (1 1282)  . 

June  30 

$1,507,498 

Colorado 

First  National  Bank  of  Cedaredge,  Cedaredge  (10272) . 

March  25 

15,600,000 

National  Bank  of  the  West  Colorado  Springs,  Colorado  Springs  (20885)  .  ,  , 

March  3 

15,41 1,000 

Megabank  of  Arapahoe,  N  A  ,  Englewood  (18030)  . 

February  1 

42,461,000 

Ken-Caryl  National  Bank,  Littleton  (17296) . 

March  1 

17,043,000 

Florida 

First  Florida  Bank,  N  A  Tampa  (03497) . 

March  19 

52,618,000 

Indiana 

South  Western  Indiana  National  Bank,  Winslow  (09159)  . 

April  2 

17,216,000 

Iowa 

The  First  National  Bank  of  Sumner,  Sumner  (8198)  . 

June  28 

35,775,000 

Kansas 

First  National  Bank  of  Shawnee,  Shawnee  (20450)  . 

March  5 

64,81 1,000 

Kentucky 

Fifth  Third  Bank  of  Central  Kentucky,  N.A  ,  Lexington  (14076) . 

January  4 

133,800,000 

Maryland 

American  Trust  Bank,  N  A  Cumberland  (13776) . 

April  1 

305,000,000 

Frederick  County  National  Bank,  Frederick  (13747) . 

June  1 

375,000,000 

Minnesota 

Farmers  National  Bank  of  Minnesota  Lake,  Minnesota  Lake  (6532) . 

March  29 

12,200,000 

Missouri 

Bank  Star  One  National  Association.  Fulton  (14876)  . 

January  28 

61,052,000 

Pacific  National  Bank,  Pacific  (20914)  . 

April  13 

22,597,000 

Montana 

First  National  Bank  of  Cut  Bank,  Cut  Bank  (14929)  . 

May  1 

30,600,000 

Nebraska 

Western  Bank,  N.A  Bridgeport  (22317)  . 

June  28 

15,500,000 

New  York 

Union  National  Bank,  Albany  (963) . 

January  1 

Merchants  National  Bank  and  Trust  Company,  Syracuse  (1342)  . 

January  1 

Oklahoma 

Weststar  Bank,  A  National  Association,  Bartlesville  (6258)  . 

April  1 

438,931,000 

First  National  Bank  of  Fairland,  Fairland  ( 10487)  . 

January  1 

7,815,000 

First  National  Bank  and  Trust  Company  of  Holdenville,  Holdenville  (5270)  . 

January  3 

109,478,000 

First  National  Bank  of  Laverne,  Laverne  (11891)  . 

June  1 

9,999,000 

Citizens  National  Bank  and  Trust  Company,  Muskogee  (12918)  . 

March  31 

146,854,000 

Weststar  Bank,  N.A  ,  Tulsa  (17062) . 

April  1 

45,036,000 

Pennsylvania 

Integra  National  Bank/Pittsburgh,  Pittsburgh  (705)  . 

April  23 

8,161,907,000 

Integra  National  Bank/North.  Titusville  (8764)  . 

April  23 

3,094,190.000 

Texas 

First  National  Bank  of  Azle  Azle  (17104)  . 

January  2 

36,945,000 

National  Bank  of  Grand  Prairie,  Grand  Prairie  (16469)  .  . 

April  1 

30,655,000 

Community  National  Bank,  Longview  (18398)  .  . 

May  3 

12,527,000 

Probank  N  A  The  Woodlands  ( 18 1 1 1 ) 

April  29 

54,224.000 

West  Virginia 

The  First  National  Bank  of  Cameron,  Cameron  (6020) 

March  1 

19,948,000 

Albright  National  Bank  Kmgwood  ( 10480) 

April  1 

100,703,000 

Amen  bank,  N  A  Northfork  (8309) 

January  1 

77. 358,000 

National  banks  merged  into  state  banks,  January  1  to  June  30,  1993 


Title  and  location  of  bank 

Charter  number 

Effective  date 

California 

American  Commerce  National  Bank,  Anaheim . 

18155 

April  30 

Fontana  First  National  Bank,  Fontana .  . 

18424 

March  8 

Olympic  National  Bank,  Los  Angeles .  . 

17821 

April  2 

Wilshire  Center  Bank,  N  A  ,  Los  Angeles  . 

17898 

May  6 

First  Western  Bank,  N  A  .  San  Diego  . 

17916 

April  15 

Colorado 

Mountain  Valley  National  Bank,  Conifer 

21301 

March  1 

Union  Colony  Bank/Loveland,  N  A,  Loveland . 

17804 

June  29 

Connecticut 

American  National  Bank,  Hamden .  .  .  ,  . 

15496 

March  8 

Florida 

Sun  Bank  &  Trust/Charlotte  County,  N.A  Port  Charlotte  . 

18088 

February  25 

Barnett  Bank  of  Tampa,  N.A  ,  Tampa  . 

16437 

March  19 

First  National  Bank,  Venice . 

15071 

March  26 

Iowa 

Valley  National  Bank  Fremont  County,  N  A  Hamburg . 

17309 

April  29 

Kansas 

Mercantile  Bank  of  Kansas,  N.A.,  Prairie  Village . 

14420 

June  4 

Michigan 

Society  National  Bank,  Sturgis  . 

14523 

March  15 

New  Jersey 

Cherry  Hill  National  Bank,  Medford . 

12984 

April  19 

New  Mexico 

University  of  New  Mexico  Bank  at  Santa  Fe,  Santa  Fe  . 

17644 

March  31 

New  York 

Jefferson  National  Bank,  Watertown . 

13365 

February  26 

North  Carolina 

Crown  National  Bank,  Charlotte  . 

21930 

May  7 

Pennsylvania 

Denver  National  Bank,  Denver  . 

6037 

March  26 

Texas 

New  First  City,  TexasAlice,  N,  A  Alice  . 

22445 

February  13 

New  First  Texas-Bryan/College  Station,  N  A  Bryan . 

22447 

February  27 

Cornerstone  Bank,  N.A,  Dallas  . 

20212 

January  19 

Hibernia  National  Bank  in  Texas,  Dallas . 

22070 

May  28 

New  First  City,  Texas-EI  Paso,  N.A,,  El  Paso . 

22449 

March  6 

Colonial  National  Bank,  Fort  Worth . 

18382 

January  1 

New  First  City,  Texas-Kountze,  N  A  Kountze . 

22441 

February  27 

New  First  City,  Texas-Lake  Jackson,  N.A  ,  Lake  Jackson . 

22442 

February  13 

New  First  City,  Texas-Madisonville,  N.A.,  Madisonville . 

22443 

February  27 

New  First  City,  Texas-Orange,  N.A  ,  Orange . 

22453 

February  13 

American  Bank,  N A,  Sherman  . 

15179 

February  27 

New  First  City,  Texas-Sour  Lake,  N  A  .  Sour  Lake . 

22444 

February  27 

Washington 

Ben  Franklin  National  Bank,  Pasco . 

16476 

May  28 

West  Virginia 

Community  Bank  &  Trust,  N.A  Fairmont 

15760 

June  30 

Wisconsin 

M8.I  First  National  Bank  of  Cudahy,  Cudahy 

15160 

April  1 
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National  banks  liquidated  under  emergency  procedures,  January  1  to  June  30,  1993 


Title  and  location  of  bank 

Charter  number 

Effective  date 

California 

Columbia  National  Bank, 

Santa  Monica . 

17639 

January  22 

National  banks  in  voluntary  liquidation.  January  1  to  June  30,  1993* 


Title  and  location  of  bank 

Charter  number 

Effective  date 

Delaware 

Equlbank  Delaware,  N  A  Wilmington  . 

18738 

June  1 

Nebraska 

Deposit  Guaranty  Omaha,  N  A  ,  Omaha . 

20866 

March  1 

New  York 

Estado  do  Rio  de  Janeiro,  S  A  New  York  . 

80034 

June  25 

Texas 

City  National  Bank,  Amarillo  . 

First  National  Bank  of  Deport,  Deport . 

18332 

6430 

March  31 

June  8 

‘The  banks  included  on  this  list  are  in  voluntary  liquidation  and  are  permanently  closing  They  are  not  to  be  confused  with  banks  that  are 
"merging"  under  a  purchase  and  assumption  transaction. 


Mergers  consummated  involving  a  single  operating  bank,  January  1  to  June  30,  1993 


Date 

Consummated 

Merging  banks 

Resulting  bank 

Total  assets 

April  1 

Illinois 

Mercantile  Bank  of  Flora,  National  Association,  Flora 

First  National  Bank  of  Flora,  Flora . 

Mercantile  Bank  of  Flora,  National  Association,  Flora  (1961) 

$70,105,000 

May  25 

Central  National  Bank  of  Mattoon,  Mattoon  . 

Republic  National  Bank  of  Mattoon,  Mattoon  . 

Central  National  Bank  of  Mattoon,  Mattoon  (14416)  . 

1 15,556,000 

January  9 

Minnesota 

Moorhead  Bank,  National  Association,  Moorhead 

Norwest  Interim  Bank,  National  Association,  Moorhead  . 

Moorhead  Bank,  National  Association,  Moorhead  (22585) . 

34,905,000 

April  7 

Missouri 

The  Exchange  National  Bank  of  Jefferson  City,  Jefferson  City  . 

Exchange  National  Interim  Bank,  Jefferson  City  . 

The  Exchange  National  Bank  of  Jefferson  City,  Jefferson  City  (13142) . 

250,899,000 

January  5 

New  York 

Central  National  Bank,  Canajoharie,  Canajoharie . 

CNB  National  Bank,  Canajoharie . 

Central  National  Bank,  Canajoharie,  Canajoharie  (1 122)  . 

388,835,000 

February  26 

Ohio 

The  First  Central  National  Bank  of  St,  Paris,  St,  Paris  . 

First  Central  Interim  National  Bank,  St.  Paris . 

The  First  Central  National  Bank  of  St.  Paris,  St.  Paris  (2488) . 

35,776,000 

February  25 

Texas 

Sugar  Creek  National  Bank,  Sugar  Land . 

Comtex  Interim,  National  Association,  Sugar  Land  . 

Sugar  Creek  National  Bank,  Sugar  Land  (16655)  . 

199,660,000 

April  20 

University  National  Bank,  Galveston  . 

Charter  Interim  National  Bank,  Galveston  . 

University  National  Bank-Galveston,  Galveston  (15630)  . 

99,255.000 

May  3 

Washington 

Mt.  Rainier  National  Bank,  Enumclaw  . 

Mountain  Interim  National  Bank,  Enumclaw  . 

Mt.  Rainier  National  Bank,  Enumclaw  (22034) . 

22,727,000 
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Federal  branches  and  agencies  of  foreign  banks  in  operation,  January  1  to  June  30,  1993 


In  operation, 

Opened. 

Closed, 

In  operation, 

January  1 

January  1 -June  30,  1993 

January  1 -June  30,  1993 

June  30,  1993 

Federal  branches 

California 

4 

0 

0 

4 

District  of  Columbia 

1 

0 

0 

1 

Illinois 

1 

0 

0 

1 

New  York 

51 

0 

2 

49 

Washington 

1 

0 

0 

1 

Limited  federal  branches 
California 

1  1 

0 

2 

9 

District  of  Columbia 

2 

0 

0 

2 

Illinois  . 

2 

0 

0 

2 

New  York . 

5 

0 

0 

5 

Federal  Agencies 

Florida  . 

1 

0 

0 

1 

United  States 

79 

0 

4 

75 
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Assets,  liabilities  and  capital  accounts  of  national  banks,  June  30,  1992  and  June  30,  1993 

(Dollar  amounts  in  millions) 


June  30,  1992 

June  30,  1993 

Change 

June  30,  1992- 
June  30,  1993 
fully  consolidated 

Consolidated 
foreign  and 
domestic 

Consolidated 
foreign  aand 
domestic 

Amount 

Percent 

Assets 

Cash  and  balances  due  from  depository  institutions: . 

Noninterest-bearing  balances  and  currency  and  coin . 

$1 14,594 

$1 10,162 

-$4,432 

-3.87 

Interest  bearing  balances . 

54,582 

49,568 

-5,014 

-9.19 

Investment  securities . 

381,282 

420,760 

39.478 

10.35 

Federal  funds  sold  and  securities  purchased  under  agreements  to 

resell . 

87,849 

90,985 

3,136 

3  57 

Loans  and  leases  net  of  unearned  income . 

1,204,855 

1,205,486 

631 

0  05 

Less  allowance  for  loan  and  lease  losses . 

33,949 

32,415 

-1,534 

-4  52 

Less  allocated  transfer  risk  reserve . 

99 

190 

91 

91  92 

Net  loans  and  leases . 

1,170,807 

1,172,881 

2,075 

0.18 

Premises  and  fixed  assets  . 

31,133 

31,867 

734 

2.35 

Other  real  estate  owned . 

18,438 

14,862 

-3,576 

-19  40 

All  other  assets . 

1 12,881 

120,412 

7,531 

6  67 

Total  assets . 

1,971,568 

2,011,497 

39,931 

2  03 

Liabilities 

Deposits:  . 

Noninterest-bearing  deposits  in  domestic  offices . 

285,680 

303,022 

17,342 

6  07 

Interest-bearing  deposits  in  domestic  offices . 

1,060,580 

1,024,098 

-36,482 

-3.44 

Total  domestic  deposits . 

1,346,260 

1,327,120 

-19.141 

-1.42 

Total  foreign  deposits . 

193,379 

200,025 

6,645 

3.44 

Total  deposits . 

1,539,639 

1,527,145 

-12,495 

-0.81 

Federal  funds  purchased  and  securities  sold  under  agreements 

to  repurchase . 

135,948 

154,985 

19,037 

14  00 

Demand  notes  issued  to  the  U  S.  treasury . 

19,463 

20,071 

608 

3.13 

Other  borrowed  money . 

65,363 

67,841 

2.478 

3  79 

Subordinated  notes  and  debentures . 

17,1  11 

23,926 

6,816 

39.83 

All  other  liabilities . 

57,390 

61,874 

4,484 

7  81 

Total  liabilities . 

1,834,914 

1,855,842 

20,929 

1.14 

Limited-life  preferred  stock . 

5 

1 

-4 

N/M* 

Equity  Capital 

Perpetual  preferred  stock 

314 

165 

-149 

-47  58 

Common  stock . 

16,060 

16,771 

712 

4  43 

Surplus  . 

61,225 

69,787 

8,562 

13  98 

Net  undivided  profits  and  capital  reserves . 

59,498 

69,658 

10,160 

17  08 

Cumulative  foreign  currency  translation  adjustments . 

-448 

-727 

-279 

62  22 

Total  equity  capital . 

136,649 

155,654 

19,006 

13  91 

Total  liabilities,  limited-life  preferred  stock,  and  equity  capital 

1,971,568 

2,011,497 

39,930 

2  03 

*  Not  meaningful 
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Income  and  expenses  of  foreign  and  domestic  offices  and  subsidiaries  of  national  banks,  June  30,  1993 

(Dollar  amounts  in  millions) 


Consolidated 
foreign  and 
domestic 

Percent 

distribution 

Interest  income 

Interest  and  fee  income  on  loans . 

$51,721 

72.5 

Income  from  lease  financing  receivables . 

1,308 

1  8 

Interest  income  on  balances  due  from  depository  institutions . 

2,217 

3.1 

Interest  and  dividend  income  on  securities  .  .  .  . 

13,191 

18  5 

Interest  income  from  assets  held  in  trading  accounts 

1,572 

2.2 

Interest  income  from  federal  funds  sold  and  securities  purchase  agreements 

to  resell .  . 

1,373 

1.9 

Total  interest  income .  . 

71,382 

100.0 

Interest  expense 

Interest  on  deposits .  .  . 

23,562 

74.8 

Expense  of  federal  funds  purchased  and  securities  sold  under  agreements  to 

repurchase  . 

2,427 

7.7 

Interest  on  demand  notes  issued  to  the  U  S.  Treasury  and  on  other  borrowed  money 

4,820 

15.3 

Interest  on  mortgage  indebtedness  and  obligations  under  capitalized  leases . 

45 

0.1 

Interest  on  notes  and  debentures  subordinated  to  deposits . 

659 

2.1 

Total  interest  expense . 

31,513 

100.0 

Net  interest  income . 

39,869 

Provision  for  loan  and  lease  losses . 

4,936 

Provision  for  allocated  transfer  risk . 

78 

Noninterest  income 

Service  charges  on  deposit  accounts  . 

4,655 

21.3 

Other  noninterest  income . 

17,165 

78.7 

Total  noninterest  income . 

21,820 

100.0 

Gains  and  losses  on  securities  not  held  in  trading  accounts . 

846 

Noninterest  expense 

Salaries  and  employee  benefits . 

16,275 

39.3 

Expenses  of  premises  and  fixed  assets  (net  of  rental  income) . 

5,376 

12  8 

Other  noninterest  expense  . 

19,804 

47.9 

Total  noninterest  expense . 

41,385 

100.0 

Income  (loss)  before  income  taxes  and  extraordinary  items  and  other  adjustments 

16,142 

Applicable  income  taxes . 

5,376 

Income  before  extraordinary  items  and  other  adjustments . 

10,766 

Extraordinary  items  and  other  adjustments,  net  of  taxes . 

1,577 

Net  Income  . 

12,343 

Total  cash  dividends  declared* . 

4,458 

Recoveries  credited  to  allowance  for  possible  loan  losses . 

1,857 

Losses  charged  to  allowance  for  possible  loan  losses . 

6,961 

Net  loan  losses . 

5,104 

’Banks  with  assets  of  less  than  $  100  million  report  this  item  only  in  their  December  Report  of  Income 
Note  Preliminary  year-to-date  data 
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Loans  of  national  banks,  by  state,  June  30,  1993 
(Dollar  amounts  in  millions) 


Total 
loans , 
gross 

Domestic  offices 

Total 
loans  at 
foreign 
offices 

Loans 
secured 
by  real 
estate 

Loans  to 
farmers 

Commercial 

and 

industrial 

loans 

Loans 

to 

individuals 

Other 

loans 

All  national  banks 

$1,209,197 

$484,006 

$14,546 

$271,451 

$208,253 

$93,672 

$137,268 

Alabama . 

12,474 

5,753 

99 

3,403 

2,337 

882 

0 

Alaska . 

1,820 

910 

0 

566 

221 

1  18 

5 

Arizona  . 

12,173 

4,138 

283 

1,749 

5,214 

789 

0 

Arkansas  . 

6,409 

3,405 

245 

1,139 

1,423 

197 

0 

California  . 

145,660 

70,532 

2,058 

21,872 

16,205 

8,347 

26,646 

Colorado  . 

1  1,818 

5.368 

402 

1,800 

3,638 

61 1 

0 

Connecticut . 

12,452 

7,183 

5 

3,300 

885 

1,080 

0 

Delaware  . 

16,426 

522 

2 

113 

15,696 

93 

0 

District  of  Columbia . 

5,524 

3,059 

0 

1,173 

346 

652 

293 

Florida . 

56,686 

33,582 

157 

8,049 

1 1,904 

2,884 

1  1 1 

Georgia . 

32,741 

14,153 

103 

9,052 

7,361 

1,953 

1  19 

Hawaii . 

226 

144 

0 

71 

9 

2 

0 

Idaho  . 

3,360 

1,246 

250 

506 

1,223 

135 

0 

Illinois . 

59,920 

20,837 

781 

21,594 

7,185 

6,1  11 

3,412 

Indiana  . 

23,987 

10,963 

349 

5,052 

6,237 

1,386 

0 

Iowa . 

7,937 

3,393 

609 

1,654 

1,967 

315 

0 

Kansas  . 

6,884 

2,833 

901 

1,476 

1,443 

232 

0 

Kentucky  . 

12,619 

5,422 

143 

2,933 

2,925 

1,194 

3 

Louisiana . 

9,608 

4,202 

74 

2,256 

2,513 

551 

12 

Maine . 

1,605 

1,062 

5 

369 

131 

37 

0 

Maryland  . 

16,391 

8,403 

13 

2,887 

3,528 

1,216 

343 

Massachusetts  . 

33,877 

11,787 

65 

12,059 

1,534 

2,401 

6,030 

Michigan  . 

29,050 

12,599 

107 

8,330 

4,956 

2,178 

880 

Minnesota . 

28,230 

13,445 

676 

6,960 

3,063 

3,979 

107 

Mississippi . 

5,387 

2,585 

109 

1,111 

1,216 

366 

0 

Missouri . 

19,158 

8,629 

317 

5,314 

3,235 

1,663 

0 

Montana . 

1,794 

648 

173 

327 

61 1 

35 

0 

Nebraska . 

8,199 

2,638 

1,234 

1,339 

2,664 

324 

0 

Nevada  . 

7,156 

1,019 

1 1 

263 

5,841 

21 

0 

New  Hampshire . 

673 

245 

0 

55 

367 

5 

0 

New  Jersey . 

43,303 

24,968 

52 

9,477 

5,002 

3,741 

63 

New  Mexico . 

3,718 

2,177 

97 

546 

795 

103 

0 

New  York  . 

195,376 

41,913 

204 

29,270 

1  1,949 

15,493 

96,546 

North  Carolina . 

40,048 

16,212 

193 

13,871 

3,618 

5,225 

928 

North  Dakota . 

2,031 

836 

267 

472 

408 

49 

0 

Ohio . 

64,474 

24,385 

326 

14,782 

19,935 

4,973 

72 

Oklahoma . 

7,865 

3,480 

574 

1,970 

1,548 

293 

0 

Oregon . 

12,129 

4,371 

221 

3,521 

2,644 

1,372 

0 

Pennsylvania  . 

67,346 

26,793 

91 

21,556 

8,128 

9,418 

1,361 

Rhode  Island  . 

8,266 

3,534 

0 

3,092 

448 

1,180 

1 1 

South  Carolina . 

12,738 

7,479 

51 

2,134 

2,094 

980 

0 

South  Dakota . 

8,591 

899 

415 

1,906 

5,149 

223 

0 

Tennessee  . 

20,894 

9,643 

131 

5,526 

4,105 

1,489 

0 

Texas  . 

68,221 

28,015 

1,522 

20,363 

12,247 

5,777 

297 

Utah . 

5,599 

2,544 

120 

1,160 

1,277 

498 

0 

Vermont . 

1,485 

955 

6 

304 

177 

43 

0 

Virginia  . 

14,000 

6,445 

88 

3,760 

2,799 

908 

0 

Washington 

20,211 

7,915 

667 

5,571 

5,071 

970 

18 

West  Virginia  . 

6,135 

3,435 

10 

983 

1,526 

182 

0 

Wisconsin . 

15,080 

6,662 

246 

4,081 

3,101 

982 

9 

Wyoming  . 

823 

299 

91 

177 

241 

14 

0 

Puerto  Rico . 

620 

343 

2 

158 

1 13 

5 

0 

Note:  Preliminary  end-of-quarter  data.  Zeros  indicate  amounts  of  less  than  $500,000 
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Deposits  of  national  banks,  by  state ,  June  30,  1993 
(Dollar  amounts  in  millions) 


Total 
demand 
deposits  at 
domestic 
offices 

All 

NOW 

accounts 

Money 

market 

deposit 

accounts 

Large 

time 

deposits 

All  other 
deposits  at 
domestic 
offices 

Total 

deposits 

at 

foreign 

offices 

Total 

consolidated 

deposits 

All  national  banks 

$293,259 

$162,676 

$270,796 

$110,587 

$489,803 

$200,025 

$1,527,145 

Alabama  . 

2,556 

1,750 

2,933 

1,641 

5,834 

353 

15,067 

Alaska 

831 

232 

394 

294 

853 

1 

2,605 

Arizona 

4,252 

1,932 

4,735 

954 

4,917 

0 

16,791 

Arkansas  . 

1,976 

1,994 

1,343 

1,261 

4,822 

0 

1 1 ,395 

California  . 

37,901 

15,156 

44,898 

9,824 

37,183 

22,012 

166,973 

Colorado 

5,067 

3,305 

3,821 

965 

6,662 

56 

19,877 

Connecticut 

4,519 

2,1  16 

2,897 

827 

6,671 

285 

17,315 

Delaware  . 

344 

131 

2,158 

3,083 

1,503 

59 

7,278 

District  of  Columbia . 

2,284 

1,607 

2,566 

968 

1,988 

892 

10,306 

Florida . 

15,530 

1 1 ,904 

16,121 

6,678 

27,847 

223 

78,304 

Georgia . 

7,177 

5,277 

5,359 

2,593 

13,829 

626 

34,861 

Hawaii . 

62 

40 

38 

37 

1 1 1 

0 

289 

Idaho  . 

613 

479 

646 

220 

1,540 

0 

3,498 

Illinois . 

16,667 

7,462 

12,077 

1  1,855 

26,767 

13,549 

88,377 

Indiana  . 

5,905 

4,324 

4,941 

1,858 

12,891 

47 

29,966 

Iowa . 

2,111 

1,591 

1,763 

555 

4,962 

0 

10,982 

Kansas  . 

1,857 

1,952 

1,933 

768 

5,382 

0 

11,891 

Kentucky  . 

3,006 

2,542 

1,879 

1,086 

6,722 

244 

15,479 

Louisiana . 

4,047 

2,602 

3,089 

2,1  10 

6,971 

85 

18,904 

Maine . 

221 

234 

206 

112 

1,034 

0 

1,806 

Maryland  . 

4,631 

2,218 

3,298 

1,945 

8,724 

554 

21,370 

Massachusetts  . 

7,317 

3,001 

7,301 

2,620 

8,937 

6,152 

35,328 

Michigan  . 

7,264 

2,747 

7,1  18 

2,433 

14,051 

2,086 

35,699 

Minnesota . 

7,489 

3,760 

6,41 1 

1,715 

10,000 

685 

30,061 

Mississippi . 

1,545 

1,380 

1,559 

904 

3,456 

0 

8,843 

Missouri . 

6,007 

3,908 

5,596 

1,229 

10,481 

144 

27,365 

Montana . 

509 

453 

517 

131 

1,048 

0 

2,658 

Nebraska . 

1,784 

1,682 

1,306 

1,215 

5,440 

0 

1 1,427 

Nevada  . 

985 

582 

1,067 

495 

1,419 

0 

4,548 

New  Hampshire . 

70 

108 

93 

247 

270 

0 

788 

New  Jersey . 

12,916 

7,615 

8,054 

2,886 

30,338 

36 

61,845 

New  Mexico . 

1,124 

1,1  16 

1,033 

582 

2,632 

0 

6,487 

New  York  . 

29,645 

7,903 

29,800 

9,939 

27,837 

137,040 

242,163 

North  Carolina . 

7,692 

4,411 

5,677 

3,277 

12,515 

7,660 

41,231 

North  Dakota  . 

436 

581 

471 

195 

1,476 

0 

3,159 

Ohio . 

12,754 

8,170 

10,396 

3,919 

32,665 

1,942 

69,846 

Oklahoma . 

3,014 

2,369 

2,077 

1,665 

5,917 

46 

15,088 

Oregon 

3,048 

2,184 

3,040 

391 

4,524 

0 

13,186 

Pennsylvania  . 

16,602 

7,655 

16,330 

5,062 

34,317 

3,212 

83,177 

Rhode  Island  . 

1,157 

592 

1,984 

1,518 

2,714 

189 

8,153 

South  Carolina . 

2,964 

2,716 

2,581 

1,099 

5,343 

0 

14,703 

South  Dakota . 

648 

581 

1,055 

873 

3,445 

0 

6,602 

Tennessee  . 

5,579 

3,763 

5,509 

2,220 

12,831 

122 

30,024 

Texas  . 

24,196 

15,755 

20,704 

1 1,910 

38,101 

1,374 

1  12,038 

Utah  . 

1,777 

1,054 

1,244 

217 

2,937 

61 

7,290 

Vermont . 

234 

251 

344 

67 

827 

0 

1,723 

Virginia 

3,753 

3,095 

2,857 

1,169 

8,844 

1 

19,717 

Washington . 

5,787 

2,660 

5,966 

802 

5,560 

68 

20,843 

West  Virginia  . 

1,237 

1,233 

781 

493 

5,243 

0 

8,988 

Wisconsin 

3,817 

2,038 

2,543 

979 

8,578 

223 

18,179 

Wyoming 

279 

355 

278 

150 

634 

0 

1,695 

Puerto  Rico 

73 

109 

8 

552 

210 

0 

953 

Mote  Preliminary  end-of-quarter  data  Zeros  indicate  amounts  of  less  than  $500,000 


Interest  income  of  national  banks,  by  state,  June  30,  1993 
(Dollar  amounts  in  millions) 


Interest 
and  fees 
on  loans 

Income 

from 

lease 

financing 

Interest  due 
from  other 
depository 
institutions 

Interest 

and 

dividends  on 
securities 

Interest 
from  trading 
account 
assets 

Interest 
from  federal 
funds 

transactions 

Total 

interest 

income 

All  national  banks 

$51,721 

$1,308 

$2,217 

$13,191 

$1,572 

$1,373 

$71,387 

Alabama . 

475 

4 

1 

178 

1 

8 

666 

Alaska . 

76 

0 

1 

53 

0 

0 

130 

Arizona . 

583 

15 

1 

165 

1 

11 

775 

Arkansas  . 

253 

1 

2 

151 

0 

7 

414 

California  . 

5,746 

171 

99 

724 

160 

77 

6,977 

Colorado  . 

527 

6 

3 

246 

0 

19 

800 

Connecticut . 

444 

0 

0 

244 

0 

14 

703 

Delaware 

1,141 

3 

1 

45 

0 

3 

1,192 

District  of  Columbia . 

183 

2 

1 1 

120 

0 

20 

336 

Florida . 

2,298 

8 

28 

731 

0 

90 

3,156 

Georgia . 

1,248 

21 

5 

265 

3 

25 

1,568 

Hawaii . 

9 

0 

0 

1 

0 

0 

1 1 

Idaho  . 

138 

1 

0 

21 

5 

1 

165 

Illinois . 

2,207 

19 

235 

697 

99 

153 

3,41 1 

Indiana  . 

997 

24 

5 

265 

0 

19 

1,31 1 

Iowa . 

322 

1 

1 

176 

0 

7 

506 

Kansas  . 

298 

4 

2 

171 

0 

6 

481 

Kentucky  . 

470 

1  1 

2 

145 

0 

18 

646 

Louisiana . 

416 

1 

9 

285 

0 

16 

727 

Maine . 

64 

0 

0 

9 

2 

2 

76 

Maryland  . 

698 

6 

1 

262 

3 

27 

997 

Massachusetts  . 

2,01  1 

88 

533 

443 

5 

16 

3,095 

Michigan  . 

1,113 

8 

24 

359 

5 

19 

1,528 

Minnesota . 

973 

26 

3 

255 

4 

33 

1,294 

Mississippi . 

217 

0 

1 

142 

0 

7 

368 

Missouri . 

705 

9 

2 

313 

3 

32 

1,064 

Montana . 

84 

0 

1 

26 

0 

4 

115 

Nebraska . 

397 

0 

1 

122 

0 

8 

528 

Nevada  . 

480 

0 

2 

46 

0 

3 

532 

New  Hampshire . 

53 

0 

0 

6 

0 

0 

59 

New  Jersey . 

1,660 

20 

35 

490 

3 

51 

2,259 

New  Mexico . 

167 

1 

1 

75 

0 

6 

253 

New  York  . 

10,715 

491 

1,029 

1,300 

1,197 

169 

14,901 

North  Carolina . 

1,343 

39 

30 

380 

41 

72 

1,904 

North  Dakota  . 

85 

0 

1 

35 

0 

4 

126 

Ohio . 

2,853 

89 

15 

609 

1 

54 

3,622 

Oklahoma . 

321 

0 

4 

21 1 

1 

10 

546 

Oregon  . 

474 

30 

0 

91 

5 

7 

608 

Pennsylvania  . 

2,380 

106 

71 

938 

9 

51 

3,556 

Rhode  Island  . 

257 

42 

0 

62 

0 

7 

367 

South  Carolina . 

510 

2 

1 

155 

0 

21 

689 

South  Dakota . 

414 

1 

1 

29 

0 

6 

452 

Tennessee  . 

820 

6 

8 

349 

9 

20 

1,212 

Texas  . 

2,443 

15 

37 

1,213 

3 

183 

3,895 

Utah . 

224 

9 

4 

62 

9 

5 

313 

Vermont . 

64 

0 

0 

12 

0 

0 

76 

Virginia  . 

584 

4 

4 

141 

0 

31 

764 

Washington . 

833 

13 

0 

52 

3 

3 

904 

West  Virginia  . 

262 

0 

1 

124 

0 

6 

392 

Wisconsin . 

625 

10 

2 

158 

0 

12 

807 

Wyoming  . 

37 

0 

0 

29 

0 

1 

67 

Puerto  Rico . 

28 

0 

0 

1  1 

0 

2 

41 

Note:  Preliminary  year-to-date  data.  Zeros  indicate  amounts  of  less  than  $500,000 
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Noninterest  income  of  national  banks,  by  state,  June  30,  1993 
(Dollar  amounts  in  millions) 


Service 
charges  on 
deposit 
accounts 

Gams 
(losses) 
on  foreign 
exchange 
transactions 

Gains 
(losses) 
on  fees  from 
assets  in 
trading 
accounts 

Other 

noninterest 

income 

+ 

extraordinary 

items 

Gains 
(losses) 
on  assets 
not  in 
trading 
accounts 

Total 

noninterest 
income  and 
gams  (losses) 
on  assets  not 
in  trading 
accounts 

All  national  banks 

$4,655 

$1,146 

$1,197 

$16,399 

$846 

$24,243 

Alabama . 

47 

2 

7 

97 

3 

157 

Alaska . 

10 

0 

0 

20 

1 

30 

Arizona . 

76 

1 

3 

133 

0 

214 

Arkansas . 

31 

0 

3 

59 

8 

102 

California 

715 

150 

128 

1,576 

37 

2,607 

Colorado  . 

83 

1 

1 

220 

3 

308 

Connecticut 

59 

0 

2 

185 

64 

309 

Delaware 

3 

0 

0 

1,004 

0 

1,007 

District  of  Columbia 

31 

1 

1 

80 

27 

139 

Florida 

287 

4 

2 

408 

29 

730 

Georgia  . 

163 

1 

3 

282 

14 

463 

Hawaii . 

1 

0 

0 

1 

0 

2 

Idaho  . 

14 

0 

0 

7 

0 

21 

Illinois . 

234 

62 

317 

701 

44 

1,358 

Indiana . 

80 

1 

1 

181 

5 

269 

Iowa  .  .  . 

27 

0 

0 

105 

5 

137 

Kansas  . 

33 

0 

0 

60 

4 

97 

Kentucky  . 

39 

0 

0 

73 

4 

116 

Louisiana 

70 

0 

6 

140 

2 

218 

Maine . 

4 

0 

0 

8 

0 

12 

Maryland  . 

101 

2 

0 

184 

42 

329 

Massachusetts  . 

91 

21 

16 

226 

17 

371 

Michigan . 

99 

7 

3 

226 

1 1 

346 

Minnesota . 

90 

6 

9 

367 

27 

499 

Mississippi . 

27 

0 

1 

39 

1 

68 

Missouri  . 

90 

5 

21 

182 

4 

301 

Montana  . 

7 

0 

0 

13 

1 

21 

Nebraska 

28 

0 

2 

1  13 

2 

145 

Nevada 

15 

0 

0 

545 

0 

560 

New  Hampshire . 

1 

0 

0 

2 

1 

4 

New  Jersey . 

171 

2 

7 

264 

46 

491 

New  Mexico . 

21 

0 

0 

41 

0 

62 

New  York  .  .  . 

290 

828 

536 

3,563 

133 

5,350 

North  Carolina 

144 

10 

16 

435 

13 

618 

North  Dakota 

6 

0 

0 

18 

0 

25 

Ohio . 

192 

6 

7 

754 

16 

975 

Oklahoma 

52 

1 

5 

108 

4 

170 

Oregon . 

72 

1 

1  1 

191 

1 

274 

Pennsylvania 

238 

16 

8 

630 

210 

1,103 

Rhode  Island 

13 

0 

0 

106 

0 

120 

South  Carolina 

59 

0 

2 

133 

10 

204 

South  Dakota . 

9 

0 

0 

948 

2 

957 

Tennessee  . 

104 

0 

59 

184 

3 

350 

Texas  . 

453 

12 

10 

1,171 

42 

1,688 

Utah 

31 

0 

2 

49 

0 

83 

Vermont 

4 

0 

0 

8 

1 

13 

Virginia 

62 

0 

0 

152 

6 

220 

Washington 

106 

4 

7 

196 

0 

312 

West  Virginia 

15 

0 

0 

33 

3 

50 

Wisconsin 

53 

1 

1 

168 

2 

225 

Wyoming 

4 

0 

0 

6 

0 

1  1 

Puerto  Rico 

2 

0 

0 

1 

0 

2 

Note  Preliminary  year  to-date  data  Zeros  indicate  amounts  of  less  than  $500  000 
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Interest  expense  of  national  banks,  by  state,  June  30,  1993 
(Dollar  amounts  in  millions) 


Interest 

on 

deposits 

Expenses  of 
federal 
funds 

transactions 

Interest  on 
Treasury 
demand  notes 
and 

other  borrowed 
money 

Interest 

on 

mortgage 

and 

capitalized 

leases 

Interest 

on 

subordinated 

notes 

and 

debentures 

Total 

interest 

expense 

All  national  banks 

$23,562 

$2,427 

$4,820 

$45 

$659 

$31,513 

Alabama . 

226 

32 

7 

0 

1 

266 

Alaska  . 

27 

8 

0 

0 

0 

35 

Arizona  . 

193 

6 

56 

0 

3 

257 

Arkansas  . 

153 

3 

1 

0 

0 

158 

California  . 

1,849 

76 

202 

7 

122 

2,256 

Colorado  . 

247 

1 1 

2 

1 

1 

263 

Connecticut . 

201 

47 

5 

0 

1 

254 

Delaware  . 

134 

71 

115 

1 

16 

337 

District  of  Columbia 

131 

14 

4 

0 

1 

149 

Florida . 

948 

126 

31 

2 

6 

1,112 

Georgia . 

488 

97 

16 

1 

12 

613 

Hawaii . 

3 

0 

0 

0 

0 

3 

Idaho  . 

54 

8 

1 

0 

0 

63 

Illinois . 

1,271 

132 

136 

3 

64 

1,605 

Indiana  . 

441 

44 

8 

0 

0 

493 

Iowa . 

168 

18 

15 

0 

1 

202 

Kansas  . 

178 

10 

2 

0 

0 

190 

Kentucky  . 

222 

33 

4 

0 

0 

260 

Louisiana . 

226 

19 

1 

0 

0 

247 

Maine . 

32 

1 

0 

0 

0 

33 

Maryland  . 

297 

49 

65 

1 

4 

416 

Massachusetts  . 

1,438 

88 

568 

1 

17 

2,111 

Michigan  . 

538 

54 

39 

1 

1 1 

642 

Minnesota . 

350 

74 

32 

1 

8 

465 

Mississippi . 

130 

16 

1 

0 

0 

147 

Missouri . 

361 

51 

15 

3 

1 

431 

Montana . 

33 

2 

0 

0 

0 

35 

Nebraska . 

186 

8 

0 

1 

2 

197 

Nevada  . 

67 

1 1 

46 

0 

0 

124 

New  Hampshire . 

13 

0 

2 

0 

0 

15 

New  Jersey . 

754 

28 

5 

1 

14 

802 

New  Mexico . 

90 

5 

1 

0 

0 

95 

New  York  . 

5,890 

291 

3,053 

7 

238 

9,478 

North  Carolina . 

522 

295 

56 

2 

26 

900 

North  Dakota . 

52 

1 

0 

0 

0 

54 

Ohio . 

949 

165 

63 

2 

25 

1,203 

Oklahoma . 

207 

6 

3 

0 

1 

218 

Oregon . 

147 

12 

21 

0 

1 

182 

Pennsylvania  . 

1,041 

181 

123 

2 

32 

1,379 

Rhode  Island  . 

138 

10 

1  1 

0 

1 

159 

South  Carolina . 

194 

61 

4 

0 

3 

263 

South  Dakota . 

151 

18 

1  1 

0 

2 

183 

Tennessee  . 

424 

48 

8 

0 

4 

485 

Texas  . 

1,322 

98 

60 

2 

26 

1,509 

Utah . 

91 

17 

6 

0 

2 

116 

Vermont . 

27 

2 

0 

0 

0 

30 

Virginia  . 

288 

20 

1 

0 

2 

31  1 

Washington . 

234 

17 

14 

2 

9 

275 

West  Virginia  . 

144 

10 

2 

0 

0 

156 

Wisconsin . 

255 

34 

2 

1 

3 

294 

Wyoming  . 

24 

1 

0 

0 

0 

24 

Puerto  Rico . 

14 

0 

0 

0 

1 

15 

Note:  Preliminary  year-to-date  data.  Zeros  indicate  amounts  of  less  than  $500,000 
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Noninterest  and  other  expense  of  national  banks,  by  state,  June  30,  1993 

(Dollar  amounts  in  millions) 


Provision 
for  loan 
and 
lease 
losses 

Provision 

for 

allocated 

transfer 

risk 

Salaries 

and 

employee 

benefits 

Expenses  of 
premises 
and 
fixed 
assets 

Applicable 

income 

taxes 

Other 

noninterest 

expense 

Total 

noninterest 

and 

other 

expense 

All  national  banks 

$4,936 

$78 

$16,275 

$5,306 

$5,235 

$19,804 

$51,634 

Alabama 

0 

0 

162 

50 

57 

127 

425 

Alaska 

3 

0 

39 

12 

16 

19 

89 

Arizona 

66 

0 

215 

60 

53 

242 

636 

Arkansas 

9 

0 

100 

27 

39 

93 

267 

California  . 

785 

1 1 

2,046 

748 

808 

1,864 

6,262 

Colorado 

8 

0 

219 

70 

64 

338 

699 

Connecticut  .  . 

82 

0 

191 

62 

46 

283 

664 

Delaware  . 

291 

0 

244 

54 

70 

847 

1,504 

District  of  Columbia  .  .  .  . 

65 

0 

88 

33 

13 

197 

395 

Florida 

163 

0 

603 

249 

300 

903 

2,218 

Georgia 

136 

-8 

313 

102 

124 

487 

1,153 

Hawaii  .  . 

0 

0 

4 

2 

0 

2 

9 

Idaho . 

5 

0 

28 

8 

15 

44 

101 

Illinois . 

208 

0 

843 

247 

219 

891 

2,407 

Indiana  ...... 

84 

0 

278 

91 

123 

287 

863 

Iowa . 

19 

0 

106 

33 

47 

130 

335 

Kansas 

12 

0 

100 

26 

38 

1  18 

294 

Kentucky  . 

24 

0 

131 

40 

48 

133 

376 

Louisiana 

-51 

0 

188 

53 

72 

184 

447 

Maine . 

3 

0 

18 

6 

3 

18 

48 

Maryland . 

99 

0 

265 

78 

64 

255 

762 

Massachusetts  . 

-21 

0 

453 

142 

108 

485 

1,167 

Michigan  . 

91 

0 

377 

103 

76 

374 

1,020 

Minnesota . 

71 

0 

303 

98 

155 

405 

1,031 

Mississippi . 

1 1 

0 

84 

23 

28 

72 

218 

Missouri 

51 

0 

266 

79 

102 

242 

740 

Montana  .  . 

6 

0 

22 

7 

1 1 

36 

83 

Nebraska  . 

33 

0 

1 1 1 

36 

53 

128 

361 

Nevada  . 

203 

0 

50 

20 

106 

380 

759 

New  Hampshire  . 

13 

0 

6 

2 

2 

21 

43 

New  Jersey . 

182 

0 

498 

182 

40 

648 

1,551 

New  Mexico . 

6 

0 

65 

20 

22 

57 

170 

New  York 

1,276 

72 

2.966 

1,005 

384 

3,573 

9,276 

North  Carolina  . 

45 

0 

417 

130 

174 

443 

1,208 

North  Dakota 

2 

0 

26 

7 

10 

24 

69 

Ohio . 

298 

0 

684 

192 

365 

1,070 

2,610 

Oklahoma . 

0 

0 

148 

38 

42 

139 

367 

Oregon 

29 

0 

202 

56 

67 

197 

550 

Pennsylvania 

195 

0 

856 

295 

321 

804 

2,471 

Rhode  island 

31 

0 

1 1 1 

21 

33 

76 

273 

South  Carolina . 

18 

0 

132 

47 

68 

192 

457 

South  Dakota 

162 

0 

98 

24 

131 

611 

1,026 

Tennessee 

39 

0 

305 

81 

98 

318 

842 

Texas  . 

41 

3 

1,109 

385 

323 

1,143 

3,003 

Utah . 

3 

0 

67 

16 

31 

101 

218 

Vermont 

4 

0 

19 

6 

3 

20 

51 

Virginia 

42 

0 

187 

71 

28 

249 

577 

Washington 

31 

0 

239 

84 

1 14 

250 

719 

West  Virginia 

1 1 

0 

79 

20 

35 

65 

210 

Wisconsin 

20 

0 

192 

58 

80 

198 

548 

Wyoming 

1 

0 

15 

4 

6 

15 

41 

Puerto  Rico 

3 

0 

7 

3 

2 

7 

22 

Note  Preliminary  year-to-date  data  Zeros  indicate  amounts  of  less  than  $500  000 


130 


Book  value  of  securities  at  domestic  offices  of  national  banks,  by  state,  June  30,  1993 

(Dollar  amounts  in  millions) 


U.S. 

Treasury 

securities 

U.S. 

government 
issued  or 
guaranteed 
certificates  of 
participation 

Other  U.S. 
government 
agency 
and 

corporation 

obligations 

Securities 
issued  by 
states  and 
political 
subdivisions 
in  the  U.S. 

Other 

domestic 

debt 

securities 

Foreign 

debt 

securities 

Equity 

securities 

All  national  banks 

$129,240 

$96,032 

$1 1 1,250 

$31,879 

$26,906 

$1,1 10 

$6,527 

Alabama . 

539 

1,188 

2,396 

862 

320 

14 

50 

Alaska  .  . 

779 

66 

326 

177 

225 

0 

13 

Arizona  . 

2,384 

326 

2,688 

85 

525 

1 

40 

Arkansas  . 

1,712 

440 

1,868 

664 

232 

1 

73 

California  . 

2,988 

8,997 

6,254 

707 

1,469 

16 

494 

Colorado  . 

2,029 

2,455 

1,944 

455 

574 

0 

123 

Connecticut . 

2,022 

3,752 

475 

15 

813 

6 

50 

Delaware  . 

742 

99 

190 

9 

178 

0 

45 

District  of  Columbia . 

1,500 

815 

2,017 

91 

192 

2 

59 

Florida . 

8,604 

3,888 

6,450 

1,569 

2,458 

38 

378 

Georoia . 

3,509 

2,147 

2,294 

878 

370 

3 

148 

Hawaii . 

14 

0 

28 

2 

0 

0 

1 

Idaho  . 

171 

74 

279 

50 

126 

0 

18 

Illinois . 

6,613 

3,586 

6,595 

3,279 

1,875 

23 

497 

Indiana  . 

1,835 

1,961 

2,577 

1,252 

501 

1 

84 

Iowa . 

1,033 

1,362 

1,419 

632 

354 

0 

56 

Kansas  . 

1,366 

1,437 

2,332 

699 

68 

2 

68 

Kentucky  . 

1,895 

438 

1,165 

870 

192 

0 

66 

Louisiana . 

3,983 

3,391 

1,801 

274 

245 

10 

44 

Maine . 

153 

64 

49 

21 

9 

0 

6 

Maryland . 

2,596 

1,234 

3,396 

552 

168 

9 

254 

Massachusetts  . 

1,921 

2,972 

1,558 

50 

1,234 

92 

139 

Michigan  . 

2,171 

4,141 

2,628 

1,391 

492 

4 

96 

Minnesota . 

2,029 

3,203 

1,150 

774 

803 

5 

187 

Mississippi . 

1,268 

464 

2,006 

495 

195 

1 

26 

Missouri . 

5,309 

1,772 

2,026 

855 

601 

4 

58 

Montana . 

200 

355 

145 

41 

20 

0 

14 

Nebraska . 

1,377 

491 

1,003 

554 

105 

0 

33 

Nevada  . 

744 

249 

664 

41 

218 

0 

21 

New  Hampshire . 

112 

40 

27 

32 

21 

1 

7 

New  Jersey . 

5,213 

3,313 

5,345 

1,045 

1,123 

52 

194 

New  Mexico . 

703 

779 

832 

205 

28 

0 

58 

New  York  . 

8,020 

6,958 

3,002 

1,494 

1,323 

595 

1,313 

North  Carolina . 

9,263 

1,582 

509 

1,212 

292 

1 

59 

North  Dakota  . 

219 

463 

253 

70 

9 

0 

14 

Ohio . 

5,981 

2,508 

6,040 

2,354 

2,102 

6 

177 

Oklahoma . 

2,575 

1,294 

2,515 

622 

178 

1 

76 

Oregon  . 

1,098 

617 

805 

260 

75 

0 

17 

Pennsylvania  . 

7,722 

8,472 

12,610 

1,899 

2,572 

90 

197 

Rhode  Island . 

519 

1,157 

26 

7 

52 

2 

50 

South  Carolina . 

2,091 

903 

977 

283 

44 

3 

32 

South  Dakota 

155 

394 

58 

95 

32 

0 

39 

Tennessee  . 

3,074 

1,751 

5,458 

988 

282 

3 

97 

Texas  . 

14,732 

10,260 

10,395 

1,361 

3,054 

1  14 

366 

Utah . 

491 

194 

896 

190 

198 

0 

227 

Vermont . 

132 

144 

88 

20 

8 

0 

10 

Virginia 

2,1 1 1 

1,821 

696 

399 

273 

1 

76 

Washington . 

421 

374 

346 

204 

91 

0 

122 

West  Virginia  . 

1,115 

461 

1,490 

507 

59 

0 

70 

Wisconsin . 

1,516 

876 

860 

1,176 

466 

8 

171 

Wyoming  . 

417 

179 

206 

64 

50 

0 

8 

Puerto  Rico . 

75 

128 

90 

48 

12 

0 

5 

Note:  Preliminary  end-of-quarter  data  Zeros  indicate  amounts  of  less  than  $500,000 
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Selected  off-balance  sheet  items  at  national  banks,  by  state,  June  30,  1993 

(Dollar  amounts  in  millions) 


Unused 

commitments 

Letters 

of 

credit 

Securities 

lent 

Mortgages 
transferred 
to  FNMA  and 
FHLMC 
with  recourse 

Notional 
value  of 
swap 
contracts 

When-issued 
securities 
and  futures 
and 
forward 
contracts 

Written  and 
purchased 
option 
contracts 

All  national  banks 

$837,656 

$127,701 

$18,320 

$6,924 

$1,252,524 

$3,023,921 

$831,445 

Alabama 

4,678 

763 

64 

6 

2,004 

552 

1,179 

Alaska 

508 

30 

0 

0 

1 10 

80 

0 

Arizona 

27,561 

222 

0 

0 

1,876 

1,787 

24 

Arkansas 

1,303 

72 

0 

99 

0 

261 

106 

California . 

80.21  1 

18,166 

3,185 

132 

237,783 

577,616 

95,866 

Colorado  . 

8,033 

307 

0 

4 

2,826 

47 

19 

Connecticut . 

5,277 

614 

0 

1 

2,077 

5,462 

1,989 

Delaware . 

125,609 

6 

0 

0 

9,902 

10 

0 

District  of  Columbia 

1,571 

283 

0 

0 

790 

1,112 

435 

Florida  . 

20,579 

2,322 

39 

299 

4,544 

2,781 

7,304 

Georgia  . 

26,464 

2,513 

14 

73 

7,1  18 

994 

2,159 

Hawaii . 

64 

2 

0 

0 

0 

0 

0 

Idaho  . 

1,168 

45 

0 

0 

713 

2,712 

816 

Illinois . 

53,536 

10,395 

117 

1  1 

162,993 

338,259 

132,132 

Indiana  . 

10,608 

1,095 

404 

1  1 

6,244 

492 

14 

Iowa . 

7,558 

267 

354 

0 

76 

10 

0 

Kansas  . 

2,595 

130 

0 

20 

251 

7 

0 

Kentucky  . 

2,41 1 

441 

75 

14 

857 

32 

0 

Louisiana . 

3,404 

272 

75 

47 

200 

79 

765 

Maine . 

326 

23 

0 

0 

137 

0 

90 

Maryland  . 

12,481 

1,104 

47 

29 

4,086 

1,787 

3,996 

Massachusetts  . 

21,390 

3,858 

19 

140 

1 1,586 

56,025 

16,435 

Michigan  . 

12,472 

1,888 

0 

172 

4,983 

3,451 

456 

Minnesota . 

10,280 

2,862 

436 

51 

3,762 

4,725 

2,167 

Mississippi . 

1,384 

1  1  1 

227 

0 

465 

595 

25 

Missouri . 

8,318 

1,471 

228 

0 

2,052 

1,892 

73 

Montana  . 

895 

55 

3 

0 

145 

0 

0 

Nebraska . 

8,049 

165 

3 

0 

125 

9 

106 

Nevada  . 

1 1,824 

50 

0 

0 

5,578 

2,995 

20,652 

New  Hampshire . 

1,073 

2 

0 

0 

0 

0 

0 

New  Jersey . 

10,205 

1,255 

0 

2 

7,891 

2,087 

297 

New  Mexico . 

901 

52 

0 

10 

140 

14 

0 

New  York 

102,874 

48,229 

2,167 

5,047 

614,494 

1,939,173 

479,180 

North  Carolina 

23,859 

4,439 

828 

42 

31,873 

26,278 

27,969 

North  Dakota 

527 

19 

1 

0 

42 

0 

0 

Ohio . 

52,470 

4,508 

76 

104 

45,938 

5,233 

6,432 

Oklahoma 

2,325 

258 

0 

37 

24 

41 

0 

Oregon . 

9,775 

519 

0 

15 

1,202 

395 

2,016 

Pennsylvania 

30,279 

8,773 

1,792 

382 

30,501 

20,555 

15,308 

Rhode  Island 

3,620 

330 

0 

0 

5,722 

205 

196 

South  Carolina 

3,048 

236 

44 

5 

196 

100 

15 

South  Dakota 

57,340 

40 

0 

0 

3,150 

2,526 

6,201 

Tennessee  . 

6,872 

1,146 

776 

34 

2,069 

2,277 

512 

Texas  . 

30,741 

4,304 

6,786 

79 

18,297 

6,510 

3,550 

Utah 

2,517 

263 

0 

0 

478 

2,708 

2,056 

Vermont . 

362 

29 

0 

0 

47 

21 

10 

Virginia 

5,833 

1,053 

49 

0 

1,407 

3 

146 

Washington 

13,808 

1 ,831 

16 

0 

8,326 

1 1 ,965 

410 

West  Virginia 

1,017 

95 

230 

0 

666 

0 

0 

Wisconsin 

7,366 

770 

264 

57 

6,781 

58 

340 

Wyoming 

174 

14 

1 

0 

0 

1 

0 

Puerto  Rico 

115 

4 

0 

0 

0 

0 

0 

Swap,  futures  and  forward,  and  option  contracts  include  interest  rate,  foreign  exchange,  and  commodities  and  equities  contracts 
Mote  Preliminary  end-of-quarter  data  Zeros  indicate  amounts  of  less  than  $500,000 
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Outstanding  balances,  credit  cards  and  related  plans  of  national  banks,  by  state,  June  30.  1993 

(Dollar  amounts  in  thousands) 


Credit  cards  and  other 


All  national  banks 

Alabama . 

Alaska . 

Arizona  . 

Arkansas  . 

California  . 

Colorado 

Connecticut . 

Delaware  . 

District  of  Columbia 
Florida . 

Georgia . 

Hawaii . 

Idaho  . 

Illinois . 

Indiana  . 

Iowa . 

Kansas  . 

Kentucky  . 

Louisiana . 

Maine . 

Maryland  . 

Massachusetts  . 

Michigan  . 

Minnesota . 

Mississippi . 

Missouri . 

Montana . 

Nebraska . 

Nevada  . 

New  Hampshire 

New  Jersey . 

New  Mexico . 

New  York  . 

North  Carolina . 

North  Dakota  . 

Ohio . 

Oklahoma . 

Oregon  . 

Pennsylvania  . 

Rhode  Island  . 

South  Carolina . 

South  Dakota . 

Tennessee  . 

Texas  . 

Utah . 

Vermont . 

Virginia  . 

Washington . 

West  Virginia  . 

Wisconsin . 

Wyoming  . 

Puerto  Rico . 


Total 

number  of 
national  banks 

related  credit  plans 

Number  of 
national  banks 

Outstanding 

volume 

3,444 

2,151 

$77,317,854 

50 

29 

493,901 

4 

3 

52,489 

14 

13 

2.448,257 

77 

31 

202,700 

146 

131 

9.883,140 

171 

150 

1,522,858 

12 

9 

159,651 

13 

13 

15,504,054 

17 

15 

147,006 

142 

81 

2,614,903 

77 

55 

3,047,950 

2 

2 

3,620 

6 

6 

125,310 

301 

181 

1 ,045,185 

64 

55 

1 ,187,026 

87 

61 

825,233 

141 

45 

347,781 

83 

46 

170,258 

42 

21 

466,387 

7 

6 

35,528 

24 

20 

1,932,733 

24 

18 

346,608 

51 

39 

538,533 

147 

1 14 

723,196 

27 

13 

103,913 

78 

55 

605,401 

33 

24 

268,655 

104 

49 

1,481,734 

7 

5 

5,553,457 

6 

4 

341,256 

42 

36 

679,354 

34 

18 

150,588 

78 

54 

6,084,934 

14 

14 

422,099 

29 

22 

102,539 

123 

98 

6,281,21  1 

141 

60 

96.912 

7 

7 

1,428,412 

138 

89 

599,726 

3 

2 

138,891 

27 

27 

217,654 

19 

12 

3,791,599 

45 

25 

698,727 

526 

196 

848,986 

7 

6 

181,187 

9 

7 

61,412 

42 

27 

429,1 19 

22 

20 

1,912,441 

62 

27 

99,999 

94 

88 

883  463 

24 

21 

13.636 

1 

1 

16.242 

Note  Preliminary  end-of-quarter  data 
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Consolidated  foreign  and  domestic  loans  and  leases  past  due  at  national  banks ,  by  state,  June  30,  1993 

(Dollar  amounts  in  millions) 


Number 

of 

banks 

Type  of  loan 

All  real 
estate 

Commercial  and 
industrial 1 

Personal2 

Leases 

Other 

loans3 

Total 

loans 

To  non-U  S 
addresses 

All  national  banks 

3,444 

$10,245.0 

$4,019  8 

$6,753  5 

$187.6 

$493  9 

$21,699  8 

$599  06 

Alabama 

50 

53.7 

36  5 

50  9 

0.4 

3.9 

145.3 

0  00 

Alaska 

4 

29.7 

8  4 

5.2 

0.0 

3.2 

46  6 

0.00 

Arizona 

14 

73.7 

35  1 

137  4 

0  5 

2.4 

249  1 

0  46 

Arkansas 

77 

49  0 

23  9 

21.3 

0.1 

0.9 

95.1 

0.00 

California 

146 

1998.0 

410  4 

559  8 

7.1 

59  2 

3034  5 

30.45 

Colorado 

171 

97  1 

51.0 

68  4 

0.3 

1.8 

218  6 

0.00 

Connecticut . 

12 

212.2 

77.2 

39.4 

0.0 

25  2 

354  1 

0.00 

Delaware 

13 

7.5 

3.3 

503  1 

1.0 

0.0 

514  9 

0.00 

District  of  Columbia 

17 

92.0 

28  9 

9.4 

0.2 

1  1.8 

142.3 

7.41 

Florida 

142 

542  5 

87  1 

155  6 

1.6 

15  3 

802.1 

0.53 

Georgia . 

77 

178.7 

112  6 

1  10.7 

5.9 

110 

418  8 

0.00 

Hawaii . 

2 

0.6 

0.9 

0.2 

0.0 

0.0 

1.7 

0.00 

Idaho . 

6 

15  4 

7.3 

16.2 

0.0 

4.4 

43.2 

0  00 

Illinois  . 

301 

453.4 

347.3 

145.0 

0  6 

28.5 

974  7 

4.00 

Indiana . 

64 

244.3 

152  5 

179.4 

3.2 

26  8 

606.1 

0  00 

Iowa  . 

87 

33  6 

55  7 

46  9 

0.0 

5.8 

142.0 

0  03 

Kansas  .  ... 

141 

47  5 

36.7 

22.5 

0.7 

2.7 

1 10.1 

0.00 

Kentucky . 

83 

73.3 

39.2 

56.1 

3.8 

2.5 

174  9 

0.00 

Louisiana 

42 

51  6 

34  2 

57  2 

0.4 

0.5 

143.8 

0.00 

Maine . 

7 

16  3 

3  4 

3.4 

0.0 

0.2 

23  4 

0.00 

Maryland  . 

24 

174.6 

23  0 

109.1 

0.4 

1 1.7 

318.7 

4  43 

Massachusetts  . 

24 

379  0 

132  5 

56  9 

1.6 

5.7 

575.6 

1  1.76 

Michigan  . 

51 

215  9 

86.5 

88.5 

3.5 

9.9 

404.3 

0.06 

Minnesota .  .  . 

147 

115  1 

125.1 

59  2 

6.3 

4.0 

309  8 

0  00 

Mississippi . 

27 

30  3 

17.5 

18  2 

0.1 

1.2 

67.3 

0.00 

Missouri . 

78 

1219 

90  4 

49  5 

0.7 

7.5 

270  0 

0.00 

Montana . 

33 

7  0 

116 

14.0 

0.0 

2.4 

35.0 

0.00 

Nebraska 

104 

26  4 

316 

65  6 

0.0 

1.8 

125  5 

0.00 

Nevada 

7 

13  1 

1.9 

352.1 

0.0 

0.0 

367  0 

0.00 

New  Hampshire 

6 

4.4 

2.9 

10.1 

0.0 

0.0 

17  3 

0.00 

New  Jersey . 

42 

976  5 

304  9 

129  4 

13.2 

39  9 

1464  0 

0.00 

New  Mexico . 

34 

28  0 

14.8 

16.5 

0.1 

1.9 

61.3 

0  00 

New  York  ... 

78 

1470.8 

404.0 

1299  4 

46.0 

83  8 

3304.0 

532.40 

North  Carolina 

14 

186  9 

107.7 

46  5 

0.6 

9.4 

351.1 

0.1 1 

North  Dakota 

29 

10  8 

9.4 

8.2 

0.1 

2.0 

30  4 

0  00 

Ohio  . 

123 

305  8 

219.8 

504  4 

8.3 

9.8 

1048.1 

0.00 

Oklahoma 

141 

46  6 

35.1 

25.1 

0.0 

3.9 

1 10.6 

0.00 

Oregon . 

7 

36  8 

113 

40.6 

14.2 

3.3 

106  2 

0  00 

Pennsylvania . 

138 

635  8 

224  5 

275.1 

33.5 

316 

1200  5 

0.08 

Rhode  Island  . 

3 

93.5 

28  7 

18.9 

25  8 

3.0 

169  8 

0.00 

South  Carolina 

27 

104  5 

25  9 

29.1 

0.4 

0.7 

160  6 

0.00 

South  Dakota 

19 

6  8 

32  3 

749.1 

0.1 

3  4 

791  8 

0  00 

Tennessee  . 

45 

112  8 

53.5 

95  9 

1.8 

6.1 

270.1 

0.00 

Texas 

526 

418  8 

256  0 

243  0 

0.5 

27  9 

946  2 

7.36 

Utah  . 

7 

40.0 

18  8 

14,1 

0.2 

20 

75  0 

000 

Vermont  . 

9 

17  9 

14  6 

3.7 

0.0 

0.1 

36  3 

0  00 

Virginia 

42 

104  2 

33  7 

64  6 

0.7 

1  7 

204  9 

0  00 

Washington  . 

22 

120  3 

49  8 

75.1 

0.0 

8.9 

254.0 

0.00 

West  Virginia 

62 

49  4 

18  5 

37  5 

0.0 

0.2 

105  6 

0  00 

Wisconsin 

94 

99  9 

73  2 

57.5 

3.7 

3.5 

237  7 

0  00 

Wyoming 

24 

4  9 

5.5 

5.2 

0.0 

0.6 

16.3 

0  00 

Puerto  Rico 

1 

16  4 

3.8 

3.6 

00 

0.0 

23  7 

0  00 

:or  banks  with  assets  of  less  than  $300  million  this  category  captures  commercial  (time  and  demand)  and  all  other  loans 
:'Por  banks  with  assets  of  less  than  $300  million,  this  category  captures  installment  loans  and  credit  cards  and  related  plans 
’Does  not  include  banks  with  assets  of  less  than  $300  million. 
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Percent  of  loans  past  due,  by  asset  size  of  national  banks,  June  30,  1993' 


Less 

$100M 

$1B 

Greater 

All 

than 

to 

to 

than 

national 

$  100M 

$1B 

$10B 

$  10B 

banks 

Real  estate 

September  1992  . 

1.94 

1.89 

2.59 

277 

2  51 

December  1992  . 

1.94 

1.80 

2.38 

2  91 

2  50 

March  1993  . 

2.09 

1.82 

2.39 

2  61 

2  37 

June  1993  . 

1.71 

1.58 

2  05 

2.23 

2  03 

p 

Commercial  and  industrial 

September  1992  . 

3.89 

3.00 

1.83 

0.94 

1  45 

December  1992  . 

3.54 

2  41 

1  46 

1.08 

1  37 

March  1993  . 

4.44 

2.83 

1.67 

1.10 

1  48 

June  1993  . 

3.38 

2.48 

1.73 

0.74 

1.20 

a 

Personal 

September  1992  .  . 

2.60 

2.40 

3.87 

3.24 

3  33 

December  1992  . 

2.68 

2.39 

3.82 

3.23 

3  30 

March  1993  . 

2.46 

2.29 

3.62 

3.15 

3  16 

June  1993  . 

2.32 

2.19 

3.40 

2.91 

2  96 

Leases 

September  1992  . 

2.10 

1.56 

1.91 

0.99 

1.30 

December  1992  . 

2.01 

1.27 

1.95 

1.00 

1.29 

March  1993  . 

2.08 

1.23 

1.45 

0  67 

0  93 

June  1993  . 

1.81 

0.99 

1.32 

0.55 

0  79 

Other  loans 

September  1992  . 

N/M 

0.47 

0.88 

0  93 

0  84 

December  1992  . 

N/M 

0.38 

0.83 

1.06 

0  91 

March  1993  . 

N/M 

0.46 

0.75 

0  67 

0.64 

June  1993  . 

N/M* 

0.33 

0.77 

0.38 

0  43 

Total  loans 

September  1992  . 

2  19 

2.14 

2.60 

1.96 

2  18 

December  1992  . 

2.15 

1.97 

2.43 

2  08 

2  16 

March  1993  . 

2.37 

2.04 

2.42 

1.90 

2  08 

June  1993  . 

1.92 

1.82 

2.24 

1.57 

1.80 

'Past  due  loans  in  each  category  are  stated  as  a  percentage  of  loans  outstanding  of  that  type 

2For  banks  with  assets  of  less  than  $300  million,  this  category  captures  commercial  (time  and  demand)  and  all  other  loans. 
3For  banks  with  assets  of  less  than  $300  million,  this  category  captures  installment  loans  and  credit  cards  and  related  plans 
Note;  Preliminary  end-of-quarter  data 
‘Not  meaningful. 
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Access  to  financial  services,  59-62 
Annuity  sales,  interpretive  letter,  85-90 
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Home  Ownership  and  Equity  Protection  Act  of  1993, 
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McCarran-Ferguson  Act,  87-89 
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